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PREFACE 


In April 1973, the governments of Canada and of the ten provinces under- 
took a complete review of Canada’s social security system following the tabling 
by the federal government of the Working Paper on Social Security in Canada. 

The review is being conducted under the direction of the Federal- 
Provincial Conference of Ministers of Welfare. Responsibility for the organiza- 
tion and supervision of the work involved in the review was assigned by the 
Ministers to their Deputy Ministers serving as the Continuing Committee on 
Social Security. Three Working Parties of officials (on Employment Strategy, 
on Social Services, and on Income Maintenance) were established by and 
report to this Continuing Committee. 

The Working Party on Employment Strategy concentrated heavily on the 
development of the concept of a Community Employment strategy. Federal 
and provincial governments have expressed the view that providing jobs for 
people must be the first strategy for providing income security. The develop- 
ment of the Community Employment strategy has proceeded beyond the 
discussion stage, as the Minister of Manpower and Immigration and Provincial 
Ministers have made progress toward implementing projects in some 20 
jointly selected communities in Canada. 

The Working Party on Social Services has concentrated on the review 
and analysis of all social service programmes in Canada, including their 
design, delivery, financing, and coordination. The results of the deliberations 
of the Working Party are currently being considered by the Continuing 
Committee. 

The Working Party on Income Maintenance was established with the 
mandate to consider the issues involved in the development of more adequate 
social insurance programmes, and in the provision of income support and 
supplementation where it is required by Canadian families. The first changes 
resulting from this part of the Social Security Review were the 1973 and 1974 
changes in the Family Allowance programme and in the Canada and Quebec 
Pension Plans. The increase by the Government of Canada of Family Allow- 
ances to an average of $20 per child each month was the first major step 
taken; at that time too, flexibility was introduced into the Family Allowance 
programme whereby the provinces can vary the exact amount of the allowance 
according to the age of the child or the size of the family. 

The Working Party on Income Maintenance reported on the Canada and 
Quebec Pension Plans to the Continuing Committee in September, 1973. At 
their October 1973 Conference, the Ministers of Welfare announced they had 
agreed that the pensions paid under both the Canada and Quebec Pension 
Plans should be fully escalated in response to increases in the cost of living, 
starting in 1974. They also agreed that the levels of earnings upon which 
benefits and contributions under the two plans are based should be increased, 
and made identical under both plans. Thus this Conference succeeded both in 
improving the benefits of the Canada and Quebec Pension Plans and in 
restoring parallelism between two of the most important elements of the two 
plans. It was also agreed that, where the Canada Pension Plan operates, 
retirement pensions will become payable at age 65 to any person who has 
ceased to contribute to the Plan, regardless of his or her earnings. Thus the 
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earnings test which has been applied to people between 65 and 69 has been 
eliminated. The Government of Quebec had already liberalized the Earnings 
Test under the Quebec Pension Plan. 

Since October 1973, the Working Party on Income Maintenance has 
concentrated on the development of income support/supplementation options. 
The attached report outlines in a technical fashion the options available to the 
federal and provincial governments for modifying or substantially altering the 
income support/supplementation component of the social security system. The 
other part of the Working Party’s mandate is the further analysis of the social 
insurance component of the social security system. Work is proceeding on this 
front with considerable emphasis being placed on the relationship between 
social insurance and income support/supplementation. The purpose of this 
particular progress report is to outline the options available for income 
support/supplementation. It is a report which was developed jointly by federal 
and provincial officials; it is not a final report and does not necessarily repre- 
sent the position of any of the governments involved. 

This report reveals some of the complexities of the issues involved in the 
Social Security Review. It indicates the interrelationships between the several 
elements of the social security field, and also the relationship between social 
security and such other measures as employment, minimum wages, housing, 
income tax and other policies which are not usually thought of in relationship 
to the social security system. The complexity of the issues and the dimensions 
of the choices that must be made have encouraged the Ministers to place this 
document in the public forum. The issues considered in this report underline 
the reason why the Federal-Provincial Conference of Ministers undertook the 
Social Security Review: almost no one is content with the current system — 
doing nothing, maintaining the status quo, does not seem to be a viable 
alternative. , 

Officials have progressed to the point of providing initial estimates of 
the additional impact cost of each income support/supplementation option. 
Since these are early estimates, they are presented on an indexed basis, rather 
than in absolute terms. To place excessive importance on the initial cost 
figures at this time, without fully expanding the design features or considering 
the subsequent impact of each option, would be misleading. For example, an 
option with a very low net cost but which eliminates all work incentive for 
low-income Canadians would, without doubt, have a much higher cost to the 
Canadian economy in the longer run. 

After considering the income support/supplementation options at the 
November 1974 meeting, the Ministers of Welfare decided to instruct the 
federal and provincial officials to concentrate their studies on the first three 
of the options. The reasons for preferring these options (1, 2 and 3) to the 
child-related options (4, 5 and 6) were twofold. First, only the first three options 
would meet the needs of all the poor, whether the poverty was occasioned by 
family size in relation to family income, or by less-than-full-time incomes. 
Secondly, these three options would likely make easier the optimum integra- 
tion of all elements of the Income Maintenance system. 

The Conference noted that in all of the options selected by Ministers for 
further study the levels of income support may vary across the country, 
depending upon living costs and levels, and should also meet the different 
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needs of those who are handicapped or otherwise disabled, or who have other 
particular social needs. The Conference noted, too, that the three options 
selected by Ministers implied the introduction of national norms or criteria 
in such legislation, norms which would at one and the same time achieve the 
desired reforms in the present welfare system, but also retain for the provinces 
the degree of flexibility required in a country as diversified as Canada. 

Ministers agreed that the principal difference between a single guaranteed 
income plan (Option 1) and a two-part, but integrated, income support and 
supplementation plan (Options 2 or 3) was the question of who would be 
eligible for the higher levels of income support. Under the first option eligi- 
bility would be determined essentially upon the basis of income. Under the 
second and third options, eligibility for those higher levels of support would 
be restricted to those who are unable to work or to find work, or those who 
met criteria which would have the effect of limiting full support to people in 
such a situation. There was general agreement that any restrictions or exclu- 
sions of people from the higher levels of income support should be based, if 
at all possible, upon more objective eligibility requirements. The Continuing 
Committee on Social Security was directed to examine alternative approaches 
to achieve this end. 

With this brief summary of the Social Security Review, the Federal- 
Provincial Conference of Welfare Ministers presents the progress report as a 
vehicle for encouraging public understanding and discussion of the income 
support/supplementation component of the social security system. 
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PROGRESS REPORT 
of the 
WORKING PARTY ON INCOME MAINTENANCE 
to the 
CONTINUING COMMITTEE ON SOCIAL SECURITY 


l. Mandate and Context of the Report 
A. INTRODUCTION 


In February, 1974, the Working Party on Income Maintenance reported 
to the Continuing Committee on Social Security on six basic approaches that 
might be used in providing support/supplementation. As this process of 
specifying, analyzing and evaluating each variation of these approaches is 
extremely complex and time-consuming the Working Party asked the Con- 
tinuing Committee to narrow the set of options to be further developed. 

The Continuing Committee on Social Security grouped the six basic 
approaches into three families of approaches for the consideration of the 
Federal and Provincial Ministers of Welfare: 

1. Development of a new omnibus programme which would bring togeth- 
er social insurance, or income protection measures, plus income 
supplementation for those who are working but at unacceptably low 
Incomes. 

2. Continuing to employ social insurance programmes as a method of 
meeting interruptions of income and providing for retirement, and 
development of a separate but integrated income support and supple- 
mentation plan designed to assure adequate incomes both to those 
who are not working,and those who are working but at unacceptably 
low incomes. Three ways of approaching the development of such an 
integrated income support and supplementation plan were outlined: 
a) Reforming existing social assistance schemes and extending their 

benefits to those working, but at unacceptably low incomes; 

b) Developing a substantially new income support and supplementation 
scheme designed to meet the needs of both groups of people 
described above; and 

c) Developing a scheme which would meet the needs of those who are 
working, but at unacceptably low incomes, and then integrating this 
scheme with the (reformed) social assistance schemes. 

3. Adaptation of present social insurance programmes so as to supplement 
through them the incomes of those who are working, but at unaccept- 
ably low incomes, and retain social assistance measures to meet the 
needs of those who, generally speaking, are not working. 

The Continuing Committee felt that the first family of approaches, despite 
its conceptual appeal, was not practical. It recommended to the Ministers that 
all approaches of the second family be explored and that their interrelation- 
ships with the positive tax system be fully examined. The third family of 
approaches was considered inappropriate as a main vehicle for providing 
income supplementation to the working poor. 
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On February 19 and 20, 1974, the Ministers directed the Working Party 
on Income Maintenance to develop the approaches of the second family and 
instructed it to develop the ‘‘first family of approaches” to serve as a bench- 
mark against which other options could be assessed. Ministers asked the Work- 
ing Party on Income Maintenance to keep in mind the following dimensions 
in the development of the various options retained: 

a) the interrelationships with the positive tax system; 

b) the existence of regional disparities and hence the necessity of relating 
income security proposals to the level of economic life prevailing in 
various regions of Canada and within provinces; and 

c) the importance of simplifying the income security system. 


In accordance with the Ministers and the Continuing Committee on 
Social Security’s instructions, the Working Party on Income Maintenance has 
given priority to the development of support/supplementation options, while 
at the same time continuing its examination (via a sub-committee) of the social 
insurance system. 


This Report focusses primarily on support/supplementation. While it does 
not deal in depth with the other elements of the income maintenance system, 
it can be said that they have been a constant preoccupation and that the 
relationships between those elements (as well as the relevant components of 
social services, housing, and other related programmes) and the support/ 
supplementation system must be more fully explored in the next phase of work. 
(This is discussed further in Part II] below). In general it was felt that more 
detailed consideration of possible changes in the structure of social insurance 
or other related programmes might profitably follow a further “narrowing- 
down” of support/supplementation options. This “‘narrowing-down’” process 
might enlarge the range of choices available for improvement of social 
insurance. 


The main purpose of this Report, then, is to present the main support/ 
supplementation options flowing from the ‘‘second family of approaches’’ 
referred to above. In Part I! the basic building blocks common to virtually all 
the options are introduced and examined. Also included in Part // is the review, 
also mentioned above, of the basic interrelationships with other programmes. 
Part III contains the descriptions (and examination in terms of structure) of the 
basic options. Part IV then attempts a “first pass’’ at the overall costs that would 
be associated with each basic option and includes estimates for a limited 
variety of design structures. 


The evaluation of options is admittedly incomplete. Much more can and 
will be done; the work to be pursued is suggested at various points in the 
Report. In spite of the obvious possibilities for more information, however, the 
Report concludes — in Part V — by asking the Continuing Committee whether 
they would consider it appropriate to invite Ministers to further narrow down 
the number of choices. The surviving, or preferred, options would then be 
subjected to further refinement and more intensive evaluation. As will be 
apparent from the exposition to follow, the choices need not be confined 
literally to the ‘‘options’”’ as they have been constructed in this Report. Further 
refinements could encompass elements of various options in somewhat diffe- 
rent combinations. However, it is hoped that the present structure of options 
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will highlight the essential or basic differences (and similarities) and permit 
some basic choices to be made. 


B. INCOME MAINTENANCE OBJECTIVES 


The Ministers have already accepted that the primary goals of the income 
maintenance system should be: 

1. to guarantee every individual or family adequate income in relation to 

community standards; 

2. to minimize hardships resulting from sudden changes in income, by 

protecting the continuity of income in the face of broadly shared risks; 

3. to encourage people to improve their social and economic position. 

It was recognized that the full achievement of the above goals will not 
depend solely on the income maintenance programmes, as the income main- 
tenance system is only part of the total set of economic and social policies 
designed to reduce the extent of income inadequacy and further the social 
security of Canadians. Such a system cannot reasonably be expected to com- 
pensate for weaknesses in the social and economic structure or to obviate the 
need to adapt overall economic and social policies to changing needs in other 
sectors. The essential features of the three basic goals may be restated briefly 
as follows: 

1. To guarantee every individual or family adequate income in relation to com- 
munity standards 

This fundamental objective explicitly and directly addresses the problem 
of poverty. Specification of this objective in concrete terms leads to the prob- 
lem of determining what is ““adequacy”. As has been pointed out in much of 
the literature on poverty, the definition of “adequacy” can be approached in 
two ways. It can be viewed as an absolute standard, i.e. a subsistence level or 
a vital minimum corresponding to the value of goods and services essential to 
human survival. Such a level would rise only with an increase in the cost of 
living. Adequacy can also be viewed as a relative standard where it is tied to 
the community’s general wealth and on its growth over time. Such a level 
might then be adjusted according to the growth of the population’s general 
well-being, as measured, for example, by the average or median income in the 
relevant community. This (relative) approach, implying that society’s socio- 
economic progress should be shared by all citizens and that this progress must 
be taken into account when determining adequacy levels, is closely related to 
the broader concepts of income redistribution and is viewed by many critics of 
the current system as the more appropriate guide for identifying ““adequacy”. 
A further important question for decision in this review is the relevancy of 
national, provincial and community standards in identifying adequacy, whether 
this is done absolutely or relatively. 

This first goal of the income maintenance system also implies that eligibil- 
ity for benefits should be based on standardized criteria for identifying needs, 
so as to eliminate arbitrary administrative decisions and injustice to beneficiaries. 
Individuals or families in identical circumstances should, whenever possible, 
be given identical treatment under all income security programmes. 
2.To minimize hardships resulting from sudden changes in income, by pro- 

tecting the continuity of income in the face of broadly shared risks 
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This goal recognizes the existence of an important income security prob- 
lem, even for those whose incomes may normally (or over a long period of 
time) be adequate. Risks of unemployment, sickness, and disability and the 
necessity of providing for retirement are obviously shared by most Canadians. 
For many, the occurrence of such events as well as the death of one of the 
adult members of a family would create major losses of income and would 
force abrupt adjustments in their standard of living. The possibility of such 
events is troublesome to all individuals and families; the materialization of 
those events often creates real and immediate hardships. 

While it is consistent with the basic value of independence that individuals 
should provide, as far as possible, for their own security through private 
savings, insurance, etc., it is widely recognized that for many Canadians such 
provisions will be incomplete or inadequate. Therefore, it is accepted that 
governments should facilitate the pursuit of this objective by creating social 
insurance programmes which involve a broadly-based sharing of risks and a 
convenient and simple mechanism for savings, as a means to provide for basic 
protection or continuity of income. 

This basic objective is clearly interdependent with the other two. To the 
extent that incomes are protected from falling below minimum adequate levels, 
this prevents an increase in the incidence of poverty and reduces the burden 
on other parts of the income maintenance system. Similarly, to the extent that 
people are aided in preserving regular or normal incomes at or above adequate 
levels, their social and economic independence is preserved. 

While noting the interdependence of this second goal with the other 
two, and recognizing its preventative aspect vis-a-vis the support/supplementa- 
tion system, it must be stressed that support/supplementation schemes them- 
selves are (or should be) more directly related to the other two goals, that is, 
“adequacy of income” and “improvement of social and economic position”. 
3. To encourage people to improve their social and economic position 

The income maintenance system should aim at increasing the chances and 
incentives for self-improvement and independence. among disadvantaged 
Canadians. This means that the income maintenance system must be so de- 
signed that: 

a) people should not be encouraged to leave the labour market to improve 

their financial position; 

b) people should not be inhibited from returning to the labour market, 
regardless of the circumstances that motivated their complete or partial 
withdrawal from it: this means that the income maintenance system 
must avoid financial disincentives and, to the extent possible, provide 
for significant “reward” from working; 

c) people have freedom of choice and can utilize income derived from 
income maintenance programmes to their best advantage, according to 
their own circumstances and needs. 

It is recognized that income maintenance schemes cannot, by themselves, 
do more than contribute to the achievement of this major goal. The income 
maintenance system is therefore seen to be complementary to, and not a re- 
placement for, appropriate employment and social services, manpower policies, 
and other policies that affect the expansion or creation of employment oppor- 
tunities, improvements in working conditions and other related matters. A well 
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designed employment strategy is probably of equal or greater importance (than 
the income maintenance approach) in addressing the goal of ‘encouraging 
people to improve their... position’, or, further, of assisting people to 
achieve self-dependence. The strategy of seeking to provide adequate income 
through employment remains the primary strategy in the pursuit of this major 
goal. Income maintenance policies should therefore be designed to comple- 
ment, or at least not to impede, these other efforts. 


C. DEFICIENCIES IN THE PRESENT SYSTEM 


The problems or deficiencies in the present income maintenance system 
have been well documented. At this point, it is useful to present only a brief 
summary of those which any reformed income support/supplementation sys- 
tem would seek to alleviate. 

1. General Issues 

There is presently a lack of adequate coordination between the various 
elements or programmes in the total income maintenance system and even 
between those that provide only income assistance or support. There is, in fact, 
a maze of programmes and authorities responsible for income maintenance, 
which is often confusing to the general public as well as the potential benefi- 
ciaries. At the federal level there are the Departments of National Health and 
Welfare and Manpower and Immigration and also the Unemployment Insurance 
Commission. At the provincial level there are the Provincial Departments of 
Social Development, Workmen’s Compensation Boards, and sometimes man- 
power and training departments. At the municipal level there are the munici- 
pal welfare offices and many voluntary agencies. The field offices of these 
agencies are rarely located together, even at one level of government, let 
alone across governments. Thus, beneficiaries can often face confusion and 
frustration in seeking help. The various benefit structures often operate on 
quite different bases, with different rules, and with different administrative 
practices. This has not only created overlaps and inequities in overall pro- 
gramme structures (and this is mentioned specifically below), but has naturally 
impeded efforts to coordinate information flows and administrative practices 
at the staff level. 

Levels of benefits provided under income maintenance programmes and 
the structures and administrative techniques for delivering support/supplemen- 
tation can vary both between provinces and within provinces. This means that 
persons with similar needs are treated differently even within a province as 
well as from province to province. These variations reflect different eligibility 
criteria, work incentives and transferability provisions. To some extent, varia- 
tions may be appropriate as they may reflect both regional differences and 
differences in goals, target groups, etc. However, many of these variations are 
the product of an ad hoc series of independent policy actions and the results 
may not properly reflect the mix of goals that are now considered important. 
This raises the critical question of the degree of national consistency (that is, 
the compromise between national standardization and regional or local flexi- 
bility) which Ministers and the public will find desirable. 

There is not only lack of coordination and/or harmonization between the 
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various components of the income maintenance system itself, but also between 
this system and other programmes that are either closely related or that neces- 
sarily interact with the income maintenance programmes. The personal income 
tax and income-related housing or day-care subsidies, for example, all involve 
design characteristics and coverage (of individuals and families) that overlap 
with the income maintenance system. These interactions can interfere in the 
operations or effectiveness of any particular programme and/or can create 
cumulative effects in ways that often seem inconsistent, complicated or even 
self-defeating. A person may simultaneously have access to various types of 
cash payments and in-kind services under different eligibility rules and benefit 
levels; or, the legitimate receipt of one type of benefit could unintentionally 
cause the withdrawal of others. 

Putting the issue somewhat more concretely, the social security system 
provides a number of in-kind benefits which are either needs-tested or income- 
tested. Most social assistance schemes provide health benefits, legal aid, etc., 
on a needs-tested basis (under special needs and in some cases under regular 
needs) while some broader programmes supply income-tested benefits such 
as housing subsidies and day-care. These in-kind services tend to increase con- 
siderably the real value of assistance accruing to recipients. This stacking of 
financial assistance and in-kind benefits creates inequities among assistance 
recipients as well as between these recipients and the working poor. It also 
creates disincentives to work: getting and holding a job may mean losing cash 
assistance and in-kind benefits worth more than the gains from working. 

The manpower system, independent of the income maintenance system, 
also provides income security through manpower training allowances. These 
allowances can serve as a substitute for unemployment insurance or social 
assistance. Related to family size, the benefits are higher than those of social 
assistance or employment at the minimum wage in some provinces and they 
carry with them access to various employment services not previously available 
to welfare recipients. 

That there is an absence of harmonization between the income mainte- 
nance and the positive income tax systems will be seen as an important prob- 
lem for the various proposals developed later in this Report. As matters now 
stand, the positive income tax system collects taxes at income levels considered 
to be below basic needs levels, for various family configurations. Thus, the 
levels of support in most provinces are higher than personal income tax exemp- 
tions. Support payments are (appropriately) not subject to income taxation, but 
equivalent levels of earned income are taxed. Workmen’s Compensation bene- 
fits are typically taken into account in determining social assistance require- 
ments, but they are not subject to income taxation. These kinds of differences 
can create inequities between the ‘assisted’ poor and the “working’’ poor 
and/or they can reinforce work disincentives. 

2. Issues Relating to Current Social Assistance 

For recipients of social assistance there is often little or no incentive to 
get off social assistance. Many families need (and receive) more income from 
social assistance than they could earn from full-time employment. There are 
no or very low-level earnings exemptions; reduction or tax-back rates on 
earned income are very high — in some cases close to or at 100 percent — so 
that a dollar earned brings nearly a one dollar reduction in allowance. Even if 
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the explicit rate is less than 100 percent, a combination of the reduction rate 
plus a personal income tax rate may wipe out completely any financial benefit 
derived from work. This possibility is further aggravated when one recognizes 
the existence of work-related costs and the fact that beneficiaries may lose 
access to various benefits-in-kind such as comprehensive (subsidized) health 
coverage, drug assistance, dental care, legal aid, etc. 

For a social assistance recipient, even if returning to work does mean a 
net increase in income, it will also mean increased contributions or reduced 
subsidies for benefits or services received under income-tested or earnings- 
tested programmes such as day-care or housing. If, in spite of these problems, 
a recipient ‘leaves assistance’ for a job, he or she might face difficult (or 
lengthy) reinstatement procedures if the job does not last and assistance is 
again required. 

Clearly, then, social assistance in its present form provides recipients with 
both financial and nonfinancial security which adds up to reducing or eliminat- 
ing incentives to escape from welfare. This is the essence of what is often 
referred to as the ‘‘welfare trap”. 

Finally, it should be noted that social assistance programmes do not 
succeed in reaching all of the nonworking poor, or all of those with little or no 
earnings, even though they may be legally entitled to assistance. Because of 
the stigma attached to social assistance (associated on the one hand with the 
discretionary powers held by local welfare authorities and, on the other, with 
the public perception of persons “living off welfare’), many persons prefer to 
live in dire poverty than to apply for assistance. | 
3. Issues Relating to the Working Poor 

The reasons (noted above) that impede or inhibit the incentives of social 
assistance recipients to seek employment reappear as inequities to those who 
do manage to cling to low-paying jobs. While the drive to maintain a self- 
dependent status (and stay free of the welfare system) may be very strong, the 
struggle must often seem frustrating in the extreme. 

The working poor, who are typically not eligible for or in practice have 
not received assistance, may indeed earn less than the amount available to 
those who receive assistance. Moreover, they may pay taxes on some of their 
incomes while social assistance benefits are not taxable. They will typically 
have to make social insurance contributions and they may be denied the va- 
rious benefits-in-kind or special subsidies available to social assistance reci- 
pients. And, of course, they incur ““work-related’’ expenses, which reduce the 
income available to meet basic needs. 

Growing recognition of the above kinds of inequities, coupled with the 
general desire to improve the circumstances of al/ those at very low income 
levels, has stimulated considerable interest in achieving welfare reform in ways 
that would reduce (or eliminate) the disparities in treatment between those 
working and those without work. Further, such reform would seek to improve 
the incentive features (or at least remove some obvious disincentives) that are 
built into the income maintenance system. Thus, improvements in the circum- 
stances of low-income Canadians — whether by tax reductions, income main- 
tenance benefits, or both — should be achieved in ways that avoid (rather than 
invite) deterioration in work effort. Even if the questions of equity (as between 
the treatments of the working versus the nonworking poor) had not automati- 
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cally created a compelling case for restructuring of the income maintenance 
system, the growing dangers of disincentives in the structure as it has devel- 
oped would have provided sufficient reason. 


D.STATISTICAL CONTEXT FOR POLIC WGhOIGCES 


The programme options that are presented in subsequent sections of this 
Report all attempt to address the above deficiencies, although each one has 
somewhat different emphases or characteristics. Most of the “deficiencies” out- 
lined imply “solutions” via changes in programme design (or structure), cover- 
age, or administrative techniques. Indeed, the programme options are first 
presented and examined in terms of their design characteristics. 

It is recognized from the outset that alternative designs may imply diffe- 
rent total costs and will likely imply a different distribution of benefits across 
income classes, types of families, and so on. Thus, the size of the population 
~ “at risk’, and its basic characteristics, are obviously important factors (along 
with the structural and other problems mentioned above) in assessing the need 
for reform and in developing views regarding the acceptability of reform. It 
was thought appropriate to conclude this introductory part of the Report with 
some broad statistical material relating to the low-income population itself and 
to the magnitude (and array) of current programmes directly affecting the 
poor. 

As a benchmark against which to examine subsequent data for the low- 
income population, Table 7 provides a summary breakdown of the tota/ Cana- 
dian population, as estimated for 1974. For example, there are 2.415 million 
people, in 1.544 million “families”, where any member of the family is over 65 
years of age. This population in ‘older family units’’ constitutes 10.9 percent of 
Canada’s total population.” 

The ‘‘Young” families, as defined in Table 71, constitute the bulk of the 
total population and, as will be pointed out in the examination of support/ 
supplementation options, become the primary focus of attention for those op- 
tions. The large majority (over 70 percent) of all Canadians live in families with 
children; the children themselves constitute ast 40 percent of the popula- 
tion (35.3 percent plus 3.6 percent in Table 1). More detailed break-downs 
of the population data are of course available, but the broad configuration 
shown may be sufficient as an introduction. 

In order to move from the total population to the “population at risk’, or 
the target population, for an income support/supplementation system, one looks 
to the lower end of the income scale. An obvious procedure is to enumerate 
families by income class and then examine those below some low-income 


1. Families are identified here, and for subsequent statistical analysis, according to the 
age of the members of the family. The term “older” is somewhat of a misnomer of 
course, since Table 1 also shows that 559 thousand of this “population” live in 
families with dependent children (who may be over 18, but not many are likely 
themselves to be over 65). 

2. It should be noted that “children” are defined in the data base essentially to include 
all unmarried children living with their parents. Thus, the total number shown would 
significantly exceed the population (those under 18) eligible for family allowances. 
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Table 1 
Distribution of Total Population 


By arte ANIVLY. 
ESTIMATES FOR 1974 


Number of Family Total 
Family Type Units Population 
No. (000) % No. (000) % 


ANY MEMBER AGED 65 


AND OVER: 
1. Unattached Individuals 827 10.0 827 Be/ 
2. Couples 514 6.2 1020 4.6 
3. Families with Children 203 as 559 25 
4. SUB-TOTAL, “Older 
Family Units” 1,544 18.7 2,415 10.9 
ALL MEMBERS AGED 
UNDER 65: 
5. Unattached Individuals 1,902 23.0 1,902 8.6 
6. Couples 1,134 ie) 2,268 10.2 
7. Single-parent Families 372 4.5 nao oW 
(of which children are . . .) — — (789) (3.6) 
8. Two-parent Families eyed! 40.1 14,470 65.1 
(children) a ce (7,848) (3553) 
9. SUB-TOTAL, ““Young 
Family Units’’ 6,719 S13 19,801 89.1 
ab BANE 100.0 


TOO TAL, ALL’ FAMILIES 8,264 100.0 


cut-off. Table 2 does this, in the simplest way, by counting the number of 
families, by type, whose incomes (estimated for 1974) fall below three arbitrary 
(annual) levels: $5,000; $6,000; and $7,000. 

In Table 2 families are enumerated in terms of their private incomes only. 
No government transfers are counted. Thus, one has a crude measure of what 
the low-income population would look like “without government assistance’”’. 
The elderly would constitute a very much higher proportion of the low-income 
families (41 percent if one took the $5,000 case) than they do of family units 
overall, (18.7 percent per Table 1), if there were no income maintenance 
programmes to assist them. Again, comparing Table 2 with Table 7 (second 
column), one can see that single individuals and single-parent families consti- 
tute a larger number of families, while two-parent families are highly under 
represented at the lower-income levels. 
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While the above data have a useful (introductory) purpose, they should 
not be taken as appropriate measures of income insufficiency or ‘‘poverty”’. 
This would be misleading, quite apart from the obvious fact that income 
status is measured without taking current governmental assistance into ac- 
count. It is clearly recognized that ‘‘needs”, ‘‘basic income requirements”, 
“noverty levels’, or any such concept that seeks to identify appropriate 
standards against which to measure income conditions (or to develop pro- 
gramme guidelines) must be adjusted for family size. Whether one can meet 
basic expenditure requirements, or whether one requires assistance, is ob- 
viously a function of family size (at least); so-called ‘poverty lines’” or “low- 
income cut-offs’”’ lines almost always involve higher levels for larger families. 

One such set of measures was contained in Poverty in Canada, the Report 
of the special senate committee on poverty, and an assessment of the distribu- 
tion of incomes in Canada based on their updated ‘‘poverty lines’ is shown 
in Table 3. ate this (appropriate) adjustment is made, so that large families 
are counted as “poor” against a higher benchmark than those for an individual 
or couple, the profile of the low-income population becomes more useful for 
the specification and analysis of income maintenance objectives.” 

Table 3 indicates that, while the broad categories of ‘“young’” versus 
“older” family units who are “poor” remain divided roughly as in Table 2 
(i.e., around 60 percent and 40 percent, respectively), the more detailed 
distributions change. Thus, Table 3 suggests that 25.2 percent (rather than 34.6 
percent) of poor family units consist of individuals under 65, while two-parent 
families (with all members under 65) make up 23.6 percent (rather than 12.2 
percent) of all poor families. 

The second set of figures (the 3rd and 4th columns) in Table 3, illustrates 
that fully one-half of poor people live in two-parent families and that the 
children in single- and two-parent families constitute some 37.2 percent (7.4 
plus 29.8) of all poor people, not Sous those children in families with any 
members over 65. For family units “under 65” (per the last two columns of 
the Table), 65.8 percent of these ‘‘younger” poor are in two-parent families, 
14.0 percent are in single-parent families, and only 14.2 percent are single 
individuals. 

Finally, the center block of figures in Table 3 — those entitled ‘Incidence 
of Poverty’” — indicate what proportion of each type of family would be 
judged poor by the updated Senate Committee standards (and, again, in the 
absence of income maintenance programmes). Thus, 36.0 percent of all family 
units would be poor, but only 14.1 percent of all couples (under 65) would be 
in poverty. The aged group is an obvious priority ‘‘target group’ and, of 
course, governments have responded to that challenge. Single-parent families, 
60.2 percent of which would be poor without government help, are another 
group whose position is obviously vulnerable, even though they themselves 
do not make up a large proportion (10.6 percent) of the poor population as a 
whole. That the proportion of single-parent families on social assistance rolls 
is significant (and growing) is perhaps not surprising in light of these data. 


1. The Senate Committee poverty line figures updated to 1974 for families of size 1, 2, 
3, 4 and 5, respectively, are: $3,100; $5,130; $6,145; $7,200 and $8,200. Additional 
persons in a family “add” approximately $1,000 (per person) to these benchmarks. 
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These kinds of data can clearly be further refined. Alternative sets of 
benchmarks can be used; more detailed breakdowns (e.g., by age and other 
characteristics) can be displayed; and regional distributions can be developed. 
It is also useful to add up the amounts by which families fall short of the 
various benchmark or ‘“‘poverty’”” measures. Estimates of the extent of income 
deficiencies, or the so-called “poverty gap”, by kinds of families as well as in 
total, can provide important additional indicators as to the size and distribution 
of the target problem. Work is proceeding to develop the statistical analysis 
along all these lines.” 

The data presented to this point have suggested that widespread poverty 
would clearly exist in the absence of very large governmental efforts to prevent 
or alleviate it. It is recognized, of course, that a great deal is being done, and 
obviously the incidence of poverty is considerably reduced as a result of those 
efforts. On the other hand, many deficiencies remain (as outlined earlier) and 
considerable income deprivation still persists despite current programmes. A 
more complete analysis of the “before” and “after” effects of current pro- 
grammes than has been possible to date is required. This work is also being 
pursued by the Working Party, and it will become particularly important for 
more precise estimates of the costs of options, and for more refined evaluation 
of programme designs. 

For the moment, only a summary view of current programme magnitudes 
is offered, just as the picture provided of the problem ‘‘before government 
programmes’”’ was only an introduction. Table 4 outlines the major income 
maintenance (and related) expenditures and shows that over $11 billions are 
currently being spent, by all levels of government, in ways that would affect 
the lower-income groups. The programmes for the aged clearly meet a large 
part of the poverty problem for that group, and one would expect that the 
other expenditures might achieve a similarly significant impact on younger 
low-income families. 

At first blush, it may appear that governments should already be 
“meeting” the poverty problem, since the total income maintenance expendi- 
tures appear to be higher than the rough estimate of the “private’”’ poverty gap 
of $5.5 billions for the under-65 groups. There are reasons, however, why this 
conclusion would be faulty. 


1. A first attempt to assess the total “gap” or income shortfall between private (normal) 
incomes and the updated Senate poverty lines yielded the following results for 
“Young Family Units’: 


Family Type Total Income Deficiency 
($ millions) 
Unattached Individuals $1,642 
Couples 417 
Single-parent Families 1,064 
Two-parent Families Pee Va; 
Total $5,500 


This suggests that the extent of poverty (in 1974 and in the absence of income 

- maintenance programmes) would have been $5.5 billion, excluding the aged. This 
was the amount by which those families represented in lines 5 through 9 of Table 3 
fell short of meeting their own income requirements, as measured by the Senate 
standards. 
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First, the primary policy objective to be pursued directly by support and 
supplementation programmes — i.e. to alleviate poverty and assure an ade- 
quate, secure income base — is only one of several important income main- 
tenance objectives. (These were reviewed in Section B above). Therefore, many 
of the expenditures address problems beyond poverty per se, and many of 
the dollar outlays go to those who would not be in poverty in any case (at least 
on a family basis), or raise family incomes beyond poverty levels. Thus unem- 
ployment benefits will not all be “filling family poverty gaps”: some benefits 
will go to individuals whose families are not poor. Family allowances are paid 
on behalf of al/ children, while roughly 30 percent may be living in “poor” 
families (per Tables 1 and 3). Similarly, not all OAS pensions, Veterans pen- 
sions, and so on, are required to reduce poverty. These programmes may well 
have their own legitimate purposes, either related to the other goals of the 
overall income maintenance (and taxation) systems, or to quite separate objec- 
tives. To the extent that this is true, and they are structured and administered 
efficiently and effectively, then one should expect only a portion of the total 
expenditures to relate directly to poverty reduction. 

A second reason why expenditures might equal (or even exceed) any 
specific measure of income deficiencies, and yet poverty might continue to 
exist, has to do with the structure of income support and supplementation 
programmes themselves. Some degree of ‘‘efficiency’”” in the sense of filling 
the poverty gap might have to be sacrificed in order to build appropriate 
incentives into the programmes. These issues will be raised and examined 
later in the Report. 

A third reason for continued ‘‘poverty”, in spite of programmes that are 
directly focussed on that problem, has to do with the adequacy of benefits 
built into such programmes, in relation to appropriate community standards 
and also, of course, with incomplete coverage due to eligibility restrictions. 
Tables 5 and 6 display the general levels of income support that are provided 
by provincial social assistance schemes. These data must be interpreted care- 
fully; current provincial systems are needs tested so the actual benefits avail- 
able differs from family to family.” The point is that even those who qualify 
for social assistance are not brought to levels that some would regard as ade- 
quate or sufficient. The levels illustrated in Tables 5 and 6 are well below the 


1. Any summary of provincial social assistance levels, at any point of time, must be 
interpreted cautiously for a number of reasons. First, as mentioned above, the actual 
benefits available to each family can vary according to their specific needs. The rent, 
fuel and utilities component is the one most likely to experience considerable 
variation. In Tables 5 and 6, it was necessary to assume an average allowance for 
shelter, fuel and utilities; both tables include a rent, fuel and utilities allowance of 
$70. for unattached individuals and $100. for all family units. Clearly this assumption 
eliminates much of the variation that exists across the provincial standards. Second, 
since the provincial budget standards are changed periodically, a measure at any 
point of time can misrepresent somewhat any province’s “normal” level relative to 
the Canadian average. New Brunswick, for example, revised their budget standards 
considerably between the July, 1974 and January, 1975 estimates provided in Tables 
5 and 6. Which estimate is a better representation of New Brunswick’s “normal” 
position? Third, the budget standards presented are to meet basic needs such as 
food, clothing, household and personal care, fuel, utilities and shelter. These basic 
budgets can be supplemented to meet special or exceptional needs. The extent of 
the use of special needs allowances also varies considerably across the provinces. 
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updated Senate poverty levels, for example, and indeed are generally below 
most low-income standards or benchmarks that have received public attention. 
While such benchmarks are often arbitrary, they can serve (at least) as a basis 
for evaluating the relative merits of current and proposed policies or pro- 
grammes. It is likely impossible, of course, to ever find a support level that is 
considered adequate by everyone, since adequacy is a normative concept. 

Since the questions of ‘‘adequacy”’ with respect to programme levels has 
been raised, it should be noted that the specification of potential programme 
designs and costs will require the use of prototype benefit levels. This issue is 
raised again in the appropriate sections to follow. However, it may be useful 
to finish this section on the statistical context for policy choices by reviewing 
the range of levels that are either in existence (in Current programmes) or are 
often discussed as benchmarks for measuring ‘“‘adequacy’’ of income levels. 
Tables 5 and 6 gave a picture of provincial assistance levels by type and size 
of family, while Tables 7 and 8 survey a variety of measures, for a prototype 
family (of four). The range is obviously very wide — between $3,815 and 
$7,200 for the July, 1974 measures — and includes actual programme levels, 
prescribed income “targets” (poverty lines), and some actual earnings mea- 
sures. Presumably new, or reformed, programmes would seek to provide 
Support, or supplement incomes, within (or near) the range encompassed by 
these various measures. 
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Table 4 


Governmental Cash Outlays on Main Income 
Maintenance and Related Programmes 


ESTIMATES FOR FISCAL YEAR 1974-75* 
(Figures in Millions of Dollars) 


A. Programmes Primarily Directed Toward the Aged: @) 


es OlayAge Security ae 2 ei ae oe ee ee ee $2,480 

® Guaranteed Income Supplement ............ 950°) 

©*CPP/OPPeRetirementsPensions seseen.e ee 250 
Sub-total 


B. Programmes Primarily Directed Toward Those Under 65: 


® Provincial Social Assistance: 
General Assistance (shared under the 


CanadarssistanGeaniaiy) = ats, oe wee on ree $1,220 

Miscellaneous assistance programs 

Une rm GA Pe a a cy cree ere eee eee 760 
© Federal FamilycAllowanGesse:yuskas ak 1,780 
® Quebec Family Allowances ................ 95 
*: Workmen's Compensation, can 4-.. =) sae, ae 400 
® Unemploymentnsttance.. =..ntanaed eee 2250 
© CPP/QPP Survivors, Disability benefits ....... 300 

Sub-total 


C. Other Related Programmes: 


@ Manpower Training Allowances (and related).. $ 240 


® Veterans Pensions and Allowances .......... 470 

e* Student hOaNS ect ce eer aren ee ee cee 110 

® Housing Subsidies .... estimate not available 

® Assistance to Native Peoples ................ 90 
Sub-total 


TOTAL, ALL DIRECT TRANSFER PAYMENTS AND 
RELATED: PROGRAMME cEXPENDITURES 2.25 tees 


$3,680 


$ 6,805 


$ 910 


$11,395 


* These are approximate figures and not official estimates of the agencies involved. 
(a) Clearly some programmes overlap this age distinction. Thus, a sizeable amount 
of the Provincial Social Assistance payments (and services) flow to the aged, as 


does some of the CPP/QPP survivors and disability payments. 


(b) The value of related provincial programmes like Mincome and GAINS has not 


been included here. 


(c) These include Homes for special care, child welfare, and various health and 


welfare services for those in need. 


(d) The form of housing subsidies makes their comparable value difficult to calculate 


at this stage. 
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Table 7 


Summary of Low Income Measures 


FOR TWO-ADULT, TWO-CHILD FAMILY 
ESTIMATED FOR JULY, 1974 


A.SOCIAL ASSISTANCE MEASURE 
B. LABOUR MARKET MEASURE 
C. INCOME STANDARD MEASURE 


A. Average of Three Lowest Estimated Provincial Social Assistance 
Rates (as Table 5) and Average Federal Family Allowance 


C. Tax Threshold on Net Income for Provincial Income Taxes in 
Provinces with Tax Collection Agreements 

A. Estimated Social Assistance, National Unweighted Average and 
Average Federal Family Allowance (as Table 5) 

B.50°/o of Average Earnings in manufacturing and Average Federal 
Family Allowance 

C. Tax Threshold on Net Income for Federal Income Taxes 
(including 5°/o tax reduction) 

C. National Average Minimum Wage (Unweighted) and Average 
Federal Family Allowance (assuming 2,000 hours worked 
per year at $2.11 per hour) 

A.Social Assistance, Manitoba 80th Percentile (estimated from 
1973 data) and Average Federal Family Allowance 

C. Federal Minimum Wage and Average Federal Family Allowance 
(assuming 2,000 hours worked at $2.20 per hour) 

C. Maximum OAS/GIS Support Level and Average Federal 
Family Allowance 

A.Maximum Social Assistance, British Columbia and Average 
Federal Family Allowance 


C.Senate Committee Support Level 


A.Social Assistance, Alberta 80th Percentile (estimated from 1973 data) 


and Average Federal Family Allowance 


C. British Columbia Minimum Wage and Average Federal Family 
Allowance (assuming 2,000 hours worked at $2.50 per hour) 


C. Tax Threshold on Net Income for Provincial Income Taxes in 
Quebec ($5,200) and Weighted Average of Federal and Quebec 
Family Allowance ($484) — not taxable in Quebec 


C. Statistics Canada Low Income Line 
B.50°/o National Median Income 
C. Senate Committee Poverty Line 


Annual 
Values 
$3,815 

Or230 
4,041 
4,550 


4,671 


4,700 
4,800 
4,880 
4,880 


4,920 
5,040 


5 400 


5,480 


5,684 
5,826 
6,505 
7,200 


ay, 


Table 8 
Summary of Low Income Measures* 


FOR TWO-ADULT, TWO-CHILD FAMILY 
ESTIMATED FOR JANUARY, 1975 


a OV? —_>_o~nonv\"" 


A SOCIAL ASSISTANCE MEASURE 


B. LABOUR MARKET MEASURE ane 

C. INCOME STANDARD MEASURE pigee 
A. Average of Three Lowest Estimated Provincial Social Assistance 

Rates (as Table 6) and Average Federal Family Allowance $4,130 
C. Tax Threshold on Net Income for Provincial Income Taxes in 

Provinces with Tax Collection Agreements 4,326 
A. Estimated Social Assistance, National Unweighted Average and 

Average Federal Family Allowance (as Table 6) 4,419 


C. Federal Minimum Wage and Average Federal Family Allowance 
(assuming 2,000 hours worked at $2.20 per hour) 4,930 


C. National Average Minimum Wage (unweighted) and Average 
Federal Family Allowance (assuming 2,000 hours worked at 


$2.25 per hour) 5,030 
C. Maximum OAS/GIS Support Level and Average Federal 
Family Allowance 5,206 


C. British Columbia Minimum Wage and Average Federal Family 
Allowance (assuming 2,000 hours worked per year at $2.50 per hour) 5,530 


C. Tax Threshold on Net Income for Federal Income Taxes 
(including 5°/o tax reduction) 572 


* The January, 1975 table only includes those measures on which there is accurate 
information. Measures that have been updated for several years or that were esti- 
mates have been excluded. 
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Il. Common Design Issues and Programme Interrelationships 


A. BASIC DESIGN CHARACTERISTICS OF SUPPORT/SUPPLEMENTATION 
PROGRAMMES 


All the income maintenance schemes currently under consideration in- 
volve a common set of basic design characteristics. The choices of these design 
characteristics for income support/supplementation programmes are critical. 
Even subtle variations in these choices can have a significant impact on the 
nature and costs of a programme and the degree to which its objectives are 
achieved. These characteristics are defined below and the implications of 
some basic choices are discussed. 

1. Eligibility 

These are the rules that determine who is permitted access to a pro- 
gramme. The main eligibility criteria currently in use are: 

Age. This criterion is usually used to identify particular groups which are 
not expected by the community to fully support themselves by earning income. 
Age is an unambiguous concept and its administrative simplicity is appealing. 
Family Allowance, Old Age Security (OAS), the Guaranteed Income Supple- 
ment (GIS) and certain provincial supplementation programmes (e.g. Mincome 
in British Columbia) all use age as an eligibility criterion. 

Disability. This criterion is used to identify groups which are less able to 
fully support themselves by earning income. Unlike the age criterion, however, 
disability can be an ambiguous concept. For example, under what circum- 
stances does a prolonged ailment become a disability? For this reason, this 
criterion is more complex and would be more expensive to administer. 
Disability is used as an eligibility criterion for the Blind and Disabled Persons 
allowances, CPP/QPP Disability Pensions, and certain categories of support in 
provincial social assistance. 

Income. Under most programmes, benefits are related to income: the 
more income a family has, the greater its ability to support itself and therefore 
the less assistance it needs. Thus, only families with incomes less than specified 
levels are eligible for benefits. Using income as an eligibility criterion can 
present many complex problems of equity and administration. These are dis- 
cussed in the “Income Definition” section below. The Guaranteed Income 
Supplement is one example of the use of this approach. 

Assets. Most social assistance programmes exclude families with certain 
assets in excess of specified levels on the grounds that they can be used by a 
family to support itself. Also, since income can often be converted into asset 
form, the inclusion of assets can be regarded as an implicit form of income 
averaging. 

Residence. Such a criterion is used to restrict benefits to those who have 
“earned” them by past contributions to the relevant “community”. This 
rationale, for example, has been associated with the 10-year residence (in 
Canada) requirement for the OAS/GIS programme. Also, within certain 
provinces some programmes have provincial or local residence requirements. 

Employability. Potential employability — that is, personal ability to earn 
income, as opposed to actual income deficiency — is assessed in various ways 
in many social assistance programmes. Since potential employability is an 
ambiguous concept, it has been and would likely be necessary to substitute 
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proxy criteria, such as age, disability, location, education, and case-worker 
discretion, that may be less ambiguous. Persons judged to be potentially 
“employable”, but not working, could be denied enrolment, or only entitled 
to lesser benefits. It has been noted that administrative guidelines with respect 
to definitions of employability are often vague, or even nonexistent, and thus 
a great deal of discretion exists. In some cases, the nonavailability of work 
also influences specific eligibility decisions. 

Certain particular groups pose special eligibility problems. Strikers, for 
example, are not normally eligible for benefits under Unemployment Insurance 
and most social assistance programmes. Among the reasons often given are: 
(1) strikers are considered to have collectively “chosen” to reduce, temporarily, 
their income levels, and assume their own responsibility for providing for 
their needs during such periods; and (2) paying benefits to strikers would 
inappropriately alter the balance of power in labour negotiations. Students 
(particularly post-secondary students) are also often excluded from social 
assistance programmes; similar arguments are made, for example: (1) they 
have voluntarily chosen to alter their income patterns — i.e., little present 
income in “exchange” for higher potential income later, as a result of their 
increased education; or (2) they are considered to have remained as part of a 
larger family unit and are simply not eligible for full benefits as separate or 
“independent” individuals. In addition, there are assistance programmes 
specifically designed for students — for example, student loans, grants, and 
bursaries — that help fulfill income maintenance objectives in their case. 

The choice of eligibility criteria for an income support/supplementation 
programme would be largely dependent upon the objectives of the pro- 
gramme; on the type of programme being established; and on the extent to 
which other specific programmes might be altered or replaced by a more 
general scheme of the kinds presented in Part IV. 

2. Benefit Structure 

The benefit structure refers to the level of maximum benefits (the basic 
guarantee) available to families under a programme, how these maxima are 
varied (by family size, or other circumstances), and the extent to which income 
from other sources affects actual benefit levels (i.e., actual payments). 

Types of Basic Guarantees. The choice of the basic guarantee level is, 
perhaps, the single most important design choice. The basic guarantee should 
adequately provide for a family with no other sources of income. ‘“Adequacy”’ 
however cannot be determined objectively or ‘scientifically’. There are two 
main approaches: 

a) The Absolute approach, which establishes the basic guarantee on the 
basis of the actual cost of a given ‘‘basket” of goods and services which 
are thought to be “necessary”. The obvious problem is in determining 
which goods and services are necessary. For example, is a television set 
a necessary good? And,... 

b) The Relative approach, which establishes the basic guarantee as a 
function of the community’s average or median income. ‘““Adequacy”, 
in this case, is defined in relation to the community’s well-being. The 
obvious problem is in determining what proportion of the community's 
income is necessary. For example, is 30, 40, 50 or 60 percent an appro- 
priate proportion? 
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The choice of the basic guarantee would, in either case, be dependent upon 
community standards. It would also depend upon the type of programme 
being established. For example, if one element of the programme were 
intended only to supplement low wages, then basic guarantees that were not 
in themselves adequate would be acceptable in that programme element. 


Variations in the Basic Guarantee. The basic guarantee should vary at least 
according to the number of persons in the family. It could also be adjusted 
according to the age of family members (e.g. lesser amount for children) and 
by such other criterion as location of residence (e.g. urban vs. rural). 


The method selected for varying the basic guarantee according to family 
size and composition is important. As family size increases, so will the basic 
guarantee. Assuming the existence of economies of scale in consumption, the 
larger the family, then the smaller the appropriate amount of increase in the 
guarantee for each additional member. Providing smaller incremental amounts 
for each additional member has the potential for lower programme costs, 
when compared with the cost of using the same amount for each additional 
family member. However, as the additional amount for each successive family 
member becomes smaller, at some point there is an incentive for the family 
to “split” and form more than one support unit. Therefore, variations in the 
basic guarantees should, as much as possible, be neutral with respect to family 
splitting and/or formation, but should still seek to recognize economies of 
scale that exist within a family unit. In fact, any choice will involve some 
trade-offs between these factors. 


Reduction Rate. In any income-tested programme, the actual benefits a 
family receives depend upon the amount of other income it has. The rates at 
which benefits decrease as family income increases are referred to as the 
reduction or “tax-back” rates. Assuming no changes in labour market be- 
haviour, a lower reduction rate means higher programme costs than a higher 
reduction rate, given the same basic guarantees levels. The reasons for this are: 


a) supplementation would extend over a broader income range, thereby 
increasing the number of persons covered; and 

b) families already included (under a high reduction rate) would be en- 
titled to greater benefits. 


On the other hand, a high reduction rate on earned income could have 
serious work disincentive effects. For example, if benefits were reduced by one 
dollar for each dollar earned (as is the case under some current income main- 
tenance programmes), a potential earner might be better off not working, 
especially after accounting for various work-related expenses. The problem is 
to strike a suitable trade-off between work-disincentive effects associated with 
high reduction rates on earned income and higher transfer costs associated 
with low reduction rates. It may be noted here that a “high-rate structure” 
might be initially less expensive than a low-rate structure, but the former would 
be more likely to “invite” reductions in work effort so that, in the longer term, 
the costs could rise relative to the latter structure. 

In an income support/supplementation programme, it is not necessary 
to have the same reduction rate structure for al/ types (or sources) of other 
incomes. A high reduction rate (e.g. 100 percent) could be applied to those 
sources of income where disincentive effects are nonexistent, as is the case 
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with some other government transfers (Family Allowances, OAS/GIS, etc.), 
while earnings could be ‘taxed back” at a “‘partial’” rate (50 percent or less is 
commonly mentioned) to maintain work incentives. 


Another possibility (related to incentives) would be to have an exemption 
level on earnings so that the first $X of earned income would not be taken into 
account when computing actual benefits. This exemption would serve as an 
incentive for potential earners to re-enter the labour market and could be 
coupled with a higher reduction rate on earnings in excess of the exemption 
level. With this alternative, the family would still always be in a better financial 
position by working, but the average reduction rate on earnings would increase 
as earnings rose. Whether or not this alternative provides more or less incen- 
tive to work compared to a programme with no exemption and a lower 
(constant) marginal reduction rate depends upon whether work effort is in- 
fluenced more by average or marginal wage rates. While the exemption ap- 
proach might provide a greater incentive to initially enter the labour market, 
it might also give less incentive to increase earnings once working. This ques- 
tion of exemptions will have to be dealt with as options are further narrowed 
down and refined. 


Apart from decisions as to the reduction rate that should be applied to 
earnings in an income support/supplementation system, there remains some 
doubt regarding the reduction rates (if any) that should be applied to other 
sources of income such as assets (if included in some way in the income base), 
gifts, inheritance, compensation awards, gambling gains, and social insurance 
benefits (see Programme Interrelationships, Section C below). 

3. Support Unit Definition 


The support unit (or family”) definition determines which individuals are 
to be included in the group to which eligibility rules may apply and to which 
payments are made. The addition of any individual to a support unit has two 
main effects: (1) the basic guarantee for the group would increase, and (2) any 
income the individual has would be added to the group’s income, which in 
turn determines actual benefits. In the absence of a mandatory support unit 
definition, it is obvious that families would always exclude an individual from 
the unit if his/her income more than offset the benefits resulting from an in- 
crease in the basic guarantee. Such voluntary membership in the support unit 
would probably increase programme costs. 

The support unit definition can vary in inclusiveness from: 

a) any individual, along with any dependents with incomes (and/or ages) 

below some specified levels (as in the income tax system); to 

b)a nuclear family, which would include single individuals, married 

couples, and parents with any children under 18 living in the same 
dwelling. (This concept is used in most social assistance programmes) ; 
to 

c) a census family, which would embrace the above, but would also in- 

clude in the family any children who have never married, regardless of 
age, and who are living in the same dwelling. (This is the concept used 
in the decennial census); to 

d) an economic family, which would be broader again than the above, by 

including in the “family” al! individuals sharing a dwelling who are 
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related by blood, marriage, or adoption, (e.g., including brothers or 
sisters, elderly parents, etc.) ; to 

e) a household, which would include all persons sharing a common dwell- 

ing (e.g., including roomers and boarders, or all friends sharing an ac- 
commodation). 

From the above examples, the relationship between the support unit defi- 
nition and eligibility criteria is apparent. While eligibility criteria might define 
groups of people who are directly eligible to form a support unit, the support 
unit definition also stipulates which people are’ indirectly eligible for benefits 
as a member of a support unit. For example, a student may be denied direct 
(independent) eligibility under the eligibility regulations, but would be in- 
cluded in his/her parent’s support unit under any of the above definitions 
(with the possible exception of an individual unit definition). The influence of 
the support unit definition and eligibility rules on programme costs and 
family behavior must, therefore, be viewed simultaneously. For example, a 
more inclusive (i.e., broader) support unit definition would avoid making pay- 
ments to those with little or no income of their own, who, nevertheless, 
receive income by virtue of some family relationship, such as being the spouse 
of a high-income earner. On the other hand, a more inclusive support unit 
definition might give rise to incentives for the high-income individuals in the 
unit to “split” (in fact or fictitiously) so as to increase family benefits and, con- 
sequently, programme costs. 

The support unit definition should not impose dependency relationships 
on a group of individuals where those relationships do not otherwise exist. 
For example, suppose a family has no income but has a relative with high in- 
come living with them. Under an economic family rule, the family would be 
presumed to be dependent upon the relative’s resources, although this de- 
pendency may not, in fact, exist. Furthermore, depending on community 
values, it may be that the support unit definition should actually encourage 
independence in some cases. One may want to encourage the independence 
of, say, an aged parent living with a child and his/her family by allowing the 
aged parent to form a support unit of his/her own. 

The problem is to devise a support unit (“family”) definition which is 
consistent with the community’s notion of family interdependence and de- 
pendence and which, at the same time, can be easily and fairly administered. 
4. Income Definition 

The actual benefits a family receives under most programmes (demo- 
grants excepted) depend on the amount of income the family receives from 
“other sources”. This makes the designation (definition) of these “other 
sources” particularly critical. (The analogy in the income tax system is the 
definition of its taxable income base). The definition of income for any sup- 
port/supplementation programme has a substantial impact on both pro- 
gramme and administrative costs. The more comprehensive the income defini- 
tion, the less expensive the programme, since more sources of income are 
taken into account to determine actual benefits. However, administrative costs 
would be higher and it will be more difficult to enforce. 

The income definition for a support/supplementation programme can 
range from the current income tax definition to a fully comprehensive defini- 
tion that includes all sources of income such as all transfers from governmental 
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programmes, income-in-kind (e.g. a company car or home-grown vegetables), 
the full value of capital gains (income tax includes only 50 percent of realized 
capital gains in its income definition) and an imputed income from real assets 
(such as land, jewellery and owner-occupied homes). 


There are two separate issues of equity involved in defining an income 
base for income support/supplementation. First, a more comprehensive in- 
come definition for income support/supplementation (benefits recipients) than 
for income tax (taxpayers) could be regarded as being inequitable between 
taxpayers and benefits recipients. There would be some sources of income 
which would be considered non-taxable for taxpayers, but would be con- 
sidered “taxable’”’ for recipients in the support/supplementation programme. 
For this reason, it may be desirable to have an income definition for the sup- 
port/supplementation programme similar to the income tax definition. Having 
similar definitions should also help to reduce the “stigma’’ associated with 
support/supplementation benefits. It should be noted, however, that the in- 
come tax definition has “built-in’’ incentives (mainly to save for retirement) 
which may not be applicable for an income support/supplementation pro- 
gramme. 


As a second issue, the need for a comprehensive income definition in 
the support/supplementation programme could be justified on the grounds 
of equity among recipients. It would avoid paying benefits to families that do 
not have income from the conventional (as defined by income tax) sources 
but who do have incomes from other sources. For example, suppose the in- 
come tax definition is adopted for support/supplementation. Family A has 
$8,000 earned income. Family B has no earned income, but has $100,000 
worth of land whose value is increasing at a rate of 8 percent each year. If 
Family B decides not to sell its land, it would have zero income and would 
receive full support, while Family A with $8,000 earned income might not 
receive any benefits. This would be both an inequity and a “leakage” of 
benefits to Family B, which obviously has sufficient resources to support itself. 
If income were imputed from assets, such as land, at a rate of 8 percent per 
annum, Family B’s income for support/supplementation purposes would have 
been $8,000, the same as Family A’s, and therefore Family B would not have 
received benefits. The burden of the argument in this case is that to ignore 
assets — and especially to ignore some and perhaps not others — leaves an 
equity problem, at least in social policy terms. 

Once again, there will have to be compromises in settling on final guide- 
lines and definitions for income in any new system. These compromises would 
reflect the conflicts — in both social security and tax systems — between 
equity and administrative complexities on the one hand, and the desirability 
of harmonization between those two systems on the other. 

5. Accounting System 

The accounting system describes the actual payment mechanism. There 
are four major components: the reporting period; the payment period; the 
accounting period; and the accountable period. Taking each in turn: 

a) The reporting period is the period between (or frequency of) consecu- 

tive income reports; 


b) The payment period is the period between consecutive payments; 
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c) The accounting period is the period over which income is counted and 
payments are adjusted; 

d) The accountable period is the period over which total benefits and 
income are reconciled to determine underpayments or overpayments of 
total benefits. The accountable period is at least as long as the account- 
ing period. If the accountable period is longer than the accounting 
period, a mechanism for paying out underpayments and recovering 
overpayments is required. 

In the income tax system, the reporting, payment and accounting periods 
are usually the same as an employee’s pay period; the accountable period is 
the calendar year. In most social assistance programmes, there is no separate 
accountable period, the accounting and accountable periods are one month, 
and the reporting and payment periods are half-months or months. 

The choice of the accounting period is most critical. The accounting 
period should allow responsiveness, that is, it should be able to adjust benefits 
rapidly when changes in income occur. A programme which fails to provide 
benefits when they are needed and/or continues to provide benefits when they 
are no longer needed is not desirable. The accounting period should also serve 
to minimize the size of adjustments required at the end of the accountable 
period. The overpayment problem is particularly crucial for the poor, as repay- 
ment of large overpayments at the end of the accountable period would surely 
cause hardship for many families. But, if overpayments to families who are 
unable to repay their overpayments were ‘‘written off’, programme costs 
would certainly be higher, many families would “find” reasons for not being 
able to repay their overpayments, and an equity problem would clearly emerge. 

Accounting periods currently in use vary from a week (as with Unemploy- 
ment Insurance) to a one-year period (as with the GIS programme). The shorter 
the accounting period, the more responsive is the programme, but the more 
likely it is that substantial overpayments occur. If overpayments are not re- 
covered at the end of the accountable period, the programme is inequitable 
between people with similar income levels, but different income patterns, over 
the accountable period and is more expensive in terms of programme cost. 
Families with erratic income patterns (like seasonal workers) would stand to 
receive more benefits than a family with a steady income flow. 

A degree of responsiveness sufficient to allow the replacement of existing 
social assistance programmes can be purchased only at the price of some 
potential overpayment and underpayment. This makes an accountable period 
necessary and the use of an (annual) reconciliation mechanism, possibly 
through the positive tax system, worth considering. Some of these overpay- 
ment and recovery problems, which can arise from the division of incomes 
within families as well as from fluctuations within the accountable period, 
could be substantially reduced if the tax-back rates in support/supplementation 
schemes are made identical to (and fully harmonized with) those in the per- 
sonal income tax, at least over a substantial range of incomes. 


B. THE SELF-EMPLOYED 


Special treatment may be required for the self-employed in support/sup- 
plementation programmes, since the nature, timing, and accountability of their 
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incomes is often particularly difficult. Indeed, it has been argued by some that 
difficulties associated with the inclusion of this group are such as to question 
whether the eligibility rules should exclude them entirely. Other programmes 
would then have to pick up the income maintenance requirements of self- 
employed, either directly or indirectly. In principle it would seem desirable to 
include as wide a population as possible in any general support/supplementa- 
tion system, rather than operate via hidden (and often inefficient) subsidies. 
While the Working Party would proceed from this premise and while much 
more work would be required on this front, enough has been done to be able 
to illustrate the kinds of issues involved in the case of the self-employed. 

Under current needs-tested social assistance programmes, the individual 
case-worker can use a certain amount of discretion to determine eligibility and 
the size of benefits, without the system having to resort to a highly complex 
and detailed specification of regulations concerning the accountability of in- 
come and expenditures. Furthermore, if the reporting, payment, accounting 
and accountable periods were all set equal to one month, then the potentially 
high seasonal component of some self-employment incomes (e.g. from farming 
or fishing) by definition presents no overpayment problem in the technical 
sense. However, the community may well regard the system as inequitable if 
seasonal income earners are eligible for full benefits in some months even 
though their annual income might be substantial. 

In self-reporting income or needs-tested systems, however, no observer 
is present to distinguish which business expenses are “‘legitimate’’” and may be 
deducted from the income base from those which increase the family’s well- 
being by providing goods or services. Consequently, allowable deductions and 
exemptions from self-employment income must be carefully specified. The 
very nature of any support/supplementation system means that the authorities 
effectively reimburse a portion of those expenses which are deductible from 
the income base (providing the income levels are low enough to be within the 
supplementation range). 

The treatment of net worth in the income base also presents a serious 
problem for the self-employed. While it is true that the capital assets of the 
self-employed represent command over current resources, it is also the case 
that they are the vehicle for producing future income. Requiring the self- 
employed person to divest himself or herself of those assets before becoming 
eligible to receive benefits radically increases the probability that income will 
remain low in the future. However, it can be argued that it is not the function 
of an income support/supplementation programme to effectively cushion in- 
efficient firms from market forces or to support persons who class themselves 
as self-employed while essentially working at activities which have not tradi- 
tionally been viewed as business enterprises. In these cases, it should probably 
be the role of other programmes and other agencies to satisfy and objectives 
concerned with stimulating business or increasing the rates of return from 
self-employment. 

While some differential treatment of income from self-employment could 
be a consideration, it is highly unlikely that the self-employed could be made 
ineligible for assistance. Since many persons have income from both employ- 
ment and self-employment sources, and since the relative proportion of each 
type of income can vary substantially across family units and over time, de- 
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fining a person as “self-employed” for the purpose of differential treatment 
can give rise to serious administrative and equity problems. 

The other major area of concern with respect to the self-employed is the 
type of accounting system that should be used. If the accounting period is 
longer than the reporting and payment periods, then business accounting 
practice, coupled with high seasonal variations in income and the greater 
ability of some self-employed to regulate the timing of income and expendi- 
tures, can lead to a considerably higher incidence of overpayments than is the 
case for wage and salary earners. Indeed, these problems may be sufficiently 
severe as to warrant an entirely different accounting system for self-employ- 
ment income, as is the case in the current personal income tax system. 

In addition to the problems of integrating the self-employed in general 
into an income support/supplementation system, the treatment of such groups 
as farmers and fishermen may be even more problematic. The degree of risk 
attached to these enterprises is often more a function of climatic conditions 
than of traditional market forces. Although programmes such as crop in- 
surance for farmers would tend to stabilize annual incomes, the seasonal com- 
ponent of income during the year is substantial and it may well be that such 
special problems would warrant special treatment even within the self- 
employed category as a whole. For example, longer averaging periods could 
be allowed in accordance with the precedent set by the positive tax treatment 
of these groups. 

It will be seen, then, that the self-employed pose special problems for the 
income maintenance system that are at least as difficult (if not more so) as for 
the income tax system. With special provisions (and more complex administra- 
tive techniques), a functioning system that included the self-employed could 
no doubt be advised. It remains for further study, however, to determine 
whether that system would be so cumbersome as to raise the more fundamental 
question of eligibility (versus exclusion) for any specific new programme. 


C. INTERRELATIONSHIPS BETWEEN SUPPORT/SUPPLEMENTATION AN 
OTHER PROGRAMMES | 


1. General Concepts and Overview 

Income maintenance programmes have been developed at different times, 
by various levels of government, for very different groups of people and for a 
wide range of reasons. While the interrelations within the income maintenance 
system itself, and between that system and other programmes such as social 
services, manpower services, housing, and taxation, were probably never con- 
sciously disregarded, less than perfect coordination has resulted. Each of a 
large number of related programmes has its own particular design charac- 
teristics, benefit structure, and administrative machinery. They overlap in their 
coverage of individuals and families and can interact with one another (or 
have cumulative effects) in ways that often seem inconsistent, complicated, or 
even self-defeating. 

While this Report concentrates on support and supplementation options 
primarily, Table 4 (on page 30, above) listed some of the other major pro- 
grammes that impinge directly on low-income Canadians. The Report would 
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be incomplete without some significant reference to the more important pro- 
grammes that would affect the operation or structure of the support/supple- 
mentation options. Or, equally important, these options could have significant 
effects on the operation of existing (or surviving) programmes and/or raise the 
possibility of significant changes in their structures. 

It is useful to think of three broad classes of programmes in this context: 
“oure” transfer payment mechanisms; insurance mechanisms; and services or 
benefits-in-kind. 

The “pure” transfer programmes are those which typically redistribute 
income, on a current basis, and in a manner that is not directly connected with 
past financial contributions or entitlements. Social assistance, OAS/GIS, Family 
Allowances, and needs-tested or income-tested allowances of various kinds 
would fall into this category. The support/supplementation options would 
replace, incorporate, or provide an alternative to most existing programmes of 
this type. Thus, for example, Family Allowances are explicitly incorporated into 
the specification of options in Part I! below, while it is noted that OAS/GIS 
would likely remain as an alternative (for the aged) to those options unless 
they (the options) were more generous than the OAS/GIS programmes (and 
therefore replace them). The support/supplementation options envisage 
replacing the predominant part of current social assistance and possibly parts 
of the transfer elements of other programmes as well. 

The “pure” transfer programme category could also include the personal 
income tax, even though that “programme” collects money from (rather than 
distributes to) individuals and families. In any case, the important relationship 
between income support/supplementation and income taxation merits special 
attention. 

Insurance programmes typically involve the building of entitlements based 
on past participation of various kinds and generally seek to provide protection 
in the face of broadly-shared risks. Social Insurance programmes, such as 
Unemployment Insurance, Workmen’s Compensation, and the Canada and 
Quebec Pension Plans, have developed as a response primarily to that funda- 
mental goal — protection against risks — and in the process have automatically 
met some of the “income adequacy” goals for which support/supplementation 
proposals are designed. There is an obvious need to examine the interrelation- 
ships — and the appropriate roles — with respect to such programmes. 

Finally, there is a variety of services or benefits-in-kind which involve 
some form of income-testing, whether it be for access to the benefits them- 
selves, or to determine the degree of subsidization that a family would receive. 
Thus, any significant programme that scales fees (or subsidies) to the income 
of a family creates, in effect, another ‘‘tax rate” for that family. Such rates 
could overlap with, and add onto, any tax-back rates built into a general 
income-tested support/supplementation scheme (and add to income tax rates 
as well), thereby offsetting or reducing the incentive features built into such a 
scheme. Inequities and disincentives can easily arise. Income-tested elements 
in social services or housing subsidies become, therefore, an important issue 
for the income maintenance system. 

There are two broad views one can take to programme interrelationships 
in the context of presenting and examining support/supplementation options: 
(1) Assume that most other programmes would continue, even if in somewhat 
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altered form, and simply seek to rationalize the treatment of each programme’s 
benefits in the income support/supplementation options, or (2) Assume that, 
in the event of a general (reformed) support/supplementation system, other 
programmes should, or could, undergo significant structural changes, including 
complete elimination. 


In the latter case, support/supplementation options would effectively 
“invite’ major changes elsewhere, either because: 

a) this would be necessary (to allow the support/supplementation schemes 

to function properly) ; ; 

b) this would be desirable, perhaps to avoid duplication and waste and/or 
to make the payment of transfers more direct and more efficient; or 

c) the advent of a general transfer scheme would create improved oppor- 
tunities for other programmes to escape from some of their present 
burdens (of playing an income transfer role) and/or to make changes 
that would more effectively address their primary purposes. 

In the case of continued existence of other programmes, with transfer or 
subsidy components remaining in their structures, decisions would have to be 
made about the appropriate treatment of benefits. The three possible alter- 
natives are: 

a) The support/supplementation programme could ignore benefits from 
other government programmes, and vice versa. This would mean, for 
example, an income-tested programme such as Day Care would not 
treat support/supplementation benefits as income when determining 
the amount of subsidy a family should receive; similarly, the support/ 
supplementation programme would not treat Day Care subsidies as 
income when determining the amount of benefits; 

b) Benefits from the other programme could be included in the income 
base for determining support/supplementation benefits and offset at 
either a 100 percent or a partial (e.g.,50 percent) rate. (Social Insurance 
benefits would be included in the income base, just as they are for 
income tax purposes) ; or 

c) Benefits from the other programme could be excluded from the income 
base for support/supplementation but support/supplementation bene- 
fits would be included in the income base for the other programme and 
offset at either a 100 percent or a partial (e.g., 50 percent) rate. Rent 
subsidy programmes might be an example where this treatment could 
be appropriate. 

Of these three choices, alternative (a) is considered least desirable in most 
cases because of the possible work-disincentive effects it could generate. The 
choice would typically be between alternatives (b) and (c). This decision would 
be dependent upon the nature and objectives of the other programme and, 
therefore, interrelationships between the support/supplementation programme 
and each other programme affecting low-income families should be considered 
separately. 

The programmes that interact most directly with support/supplementation 
options are further examined below. In most cases, both of the major views of 
the programme interrelationships (as introduced above) appear in the specific 
commentary. 
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2. Personal Income Tax 

Reasonable support levels in the social security system, combined with 
reduction rates (or tax-back rates) of less than 100 percent, would result in a 
range of income over which incomes would be supplemented that consider- 
ably exceeds current personal tax thresholds (i.e. tax exemption levels). Thus, 
there is the prospect of a substantial “overlap” between the support/supple- 
mentation and the personal income tax systems. This phenomenon, if ignored, 
would have the effect of reducing incentives in the overlap area because the 
tax rates in the two systems are effectively added to create a higher effective 
rate. Moreover, it places governments in the position of ‘giving with the one 
hand and taking with the other”. This seems inconsistent in that one system 
is providing assistance to those regarded as being in need, while the other is 
collecting contributions to government on an “‘ability-to-pay” basis from those 
same people. In addition, the combined effect on the distribution of personal 
incomes may be different from that desired by either system. 

The potential “overlap” problem may be illustrated, in its “pure” form, in 
the chart below: 


Taxes 
Collected 


Income Tax Schedule 
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Taxes begin at point A (the ‘tax threshold”) on the Income scale, but 
benefits (‘below the line”) extend as far as point B (the “breakeven level”). 
If both systems operate independently — i.e. the overlap is ignored — then 
the effective rate of tax on earnings between A and B is the sum of the rate at 
which benefits are reduced (50 percent in the example) and the income tax 
rate (25 percent in the example). The total effective rate of 75 percent iS 
illustrated by the slope of the broken line, which indicates the net position of 
a person at any given income level between A and B. 


There are three basic ways in which rationalization (or ‘’harmonization”) 
of the two systems may be approached: 


a) Adjust the supplementation benefit structure, so as to “continue” Into 

the tax range and use the social security system to provide tax rebates 
or reductions to lower-income taxpayers. In the diagram, the line B-to-X 
would represent this “extension”; all families or individuals receiving 
supplements (because their regular income Is below B) would also have 
their taxes rebated. Individuals with incomes between levels B and C 
would receive partial income tax rebates; those beyond C would pay 
taxes as before. The triangle OGB represents the basic social security 
benefit system, while the triangle ABX shows the additional tax rebates 
that would have to be paid out in order to offset or counteract the 
overlap, thus avoiding any ‘‘doubling-up” of tax rates. 
(This is the approach to “harmonization” that is “assumed” in order to 
present cost estimates in Part IV below, for those options involving an 
income-tested transfer system for the delivery of supplementation 
benefits.) 


b) Adjust the tax structure, so as to push out the tax threshold (e.g. to level 
B in the diagram) to avoid the overlap. Simply increasing tax exemp- 
tions to achieve this change would be very expensive in terms of reve- 
nue loss, reflecting the fact that tax reductions would extend through- 
out the entire taxpaying population. Adjustments that would confine 
benefits only to lower-income taxpayers would presumably be more 
desirable and less costly. In the limit, a new tax line, like BXT in the 
diagram, might be contemplated; in this case the result would be 
essentially the same as in approach (a) above, only achieved through 
tax reductions rather than benefit payments (rebates). 


c) Integrate the tax and supplement systems into one structure. This could 
be achieved by the introduction of refundable tax credits, which would 
replace tax exemptions. The tax system would be utilized to either pay 
net (supplementation) benefits or collect net taxes and would be so 
constructed that any overlap is automatically avoided through the de- 
sign of the (single) system. Such a possibility is envisaged (and described 
in more detail) in one of the options (Option 3) presented in Part III. 


Many alterations or combinations of adjustments can be developed but 
they are far more complicated than this simple introduction. Substantial work 
on specific possibilities is well under way and included in such work will be 
the consequences of less-than-complete harmonization of the two systems. 
This may be realistic, not only in the sense that some overlap may be judged 
“acceptable” (or at least too costly to avoid) in the short run, but also because 
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differences may appear in other forms as well. Thus, for example, there may 
well be different definitions of income, of the tax versus supplementation unit 
(individuals versus families), of accounting or accountable (reconciliation) 
periods, and so on. 


If the tax and support/supplementation systems remain separate, it would 
probably be inappropriate for the tax system to bring support/supplementa- 
tion benefits into the tax base, even if the systems were not fully harmonized. 
In this case, however, the income security programmes might take income 
taxes paid into account in assessing income for the determination of benefits. 
This is essentially what is done at present in social assistance programmes. If 
there were an overlap between the systems, then ‘taking taxes into account” 
would de facto be a variation of approach (a) above — that is, the supplement 
structure would “adjust”, so as to reduce the impact of that overlap. 


3. Social Insurances 

As the options to a reformed income support/supplementation system are 
narrowed down and more clearly defined, it will become increasingly im- 
portant to consider the best way to integrate these options with the other 
major dimensions of the social security system. Thus, the basic roles, struc- 
tures, and operations of Unemployment Insurance, the Canada and Quebec 
Pension Plans, and Workmen’s Compensation Programmes might be recon- 
sidered in the context of a reformed system. 


It may be, for example, that some benefits now being paid by current 
social insurances could be more appropriate and/or efficiently delivered by 
a general support or supplementation programme. If such is indeed the case, 
then the question arises as to how social insurances might be adjusted to avoid 
duplication or overlap. As indicated earlier, the social insurance programmes 
may have the opportunity to focus more efficiently on their primary objectives 
relating to protection against risk. 


In the case of Unemployment Insurance, the question may arise as to 
whether there is a need for dependency benefits in that programme if income 
supplementation is designed to help compensate for the cost of raising chil- 
dren. Also, the question of the generosity (and incentive difficulties) associated 
with the current basic benefit structure might be more easily reconsidered. A 
basic supplementation system might interact with a revised unemployment 
insurance structure so as to adequately protect those with very low earnings 
levels, if (for example) the supplementation scheme were to count unemploy- 
ment benefits like other regular income, rather than treating such benefits as 
alternatives to supplementation. Various combinations of structures and treat- 
ments (of “other programme” benefits) are being examined by the Working 
Party, with the participation and cooperation of the staff of the Unemploy- 
ment Insurance Commission. 


In the case of the Canada and Quebec Pension Plans, it is appropriate to 
reconsider the role of flat-rate survivors and disability benefits, in the face of 
a possible general income supplementation system. This issue has been recog- 
nized in the past and more intensive attention will be given to it as the 
support/supplementation possibilities become more specific. 


Regardless of any structural change in social insurance programmes, there 
will remain the issue of how benefits from such programmes should be treated 


48 


in support/supplementation schemes. Some possibilities with respect to unem- 
ployment insurance were mentioned above. To take Workmen’s Compensa- 
tion as a final illustration of this, suppose someone in receipt of Workmen's 
Compensation benefits is also eligible for income supplementation or support, 
then: 

a) should WC benefits be ignored by a support/supplementation pro- 

gramme (e.g., zero percent tax-back rate); or 

b)should a supplementation programme consider WC benefits as an 

alternative and only pay the excess if Supplementation benefits were 
higher (e.g., 100 percent tax-back rate); should WC benefits only ‘‘top- 
up’ the supplement if WC benefits were higher; 

c)should WC benefits be counted like earnings and affect support/sup- 

plementation benefits through their assessment of income? 
Just how the benefits of one system are treated in another can obviously have 
different effects on incentives, costs, and the administrative complexity of each 
programme and, therefore, of the system as a whole. 

One final issue that will require examination in connection with social 
insurance programmes is the treatment (in the support/supplement system) of 
contributions. Unemployment Insurance contributions will likely be paid on 
earnings levels that also qualify for supplementation. Should the contributions 
be “deductible” as expenses, thereby causing higher supplementation benefits 
to be paid, or should a restructuring of the contribution rates be considered? 
How to deal with this problem is a question that must be considered. A paral- 
lel question is raised with respects to CPP/QPP contributions. 

4. Social Services; Housing 

Recently, there has been a movement towards subsidy programmes for 
many social services such as Day Care, Nursing Homes, Legal Aid, and Housing. 
The amount of the subsidy granted a family under these programmes usually 
depends on the family’s income and, therefore, it is expected that many low- 
income families receiving support/supplementation benefits would also be 
receiving some subsidies under various social services or related programmes. 

One basic interrelationship issue is, again, the treatment of benefits from 
these programmes in the support/supplementation programme, or vice-versa. 
It should be noted, however, that: 

a)some subsidies are not explicit and would have to be imputed if 

“benefits” were to be assessed. Thus, for example, in the case of 
housing, a “market value” for a dwelling unit would have to be known 
before the amount of subsidy could be determined; and 

b) some social services might be regarded as ‘‘special needs’’ not covered 

by a general support or supplementation programme. Thus, it may be 
desirable to include benefits from support/supplementation in any in- 
come base used for determining the eligibility (or amount of subsidy) 
for such social services, and not vice-versa. 

The relationships between general income supplementation and housing 
subsidies particularly will require detailed examination and they deserve more 
than passing mention at this point. 

Housing subsidies can be viewed either as an “in kind” form of income 
supplementation or, alternatively, as a possible substitute for income supple- 
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mentation. In their most common form, “rent-geared-to-income” housing 
subsidies are based on an income test which incorporates its own definition 
of income, family unit, reduction rate, etc. 

At the present time, the subsidy involved in a ‘‘rent-geared-to-income” 
housing system is available to a limited number of people only. This factor, in 
conjunction with the shortage of low-cost housing and the absence of an alter- 
native form of supplementation, can result in equity problems. Whereas sub- 
sidized housing recipients receive substantial benefits, other families (with 
similar or lower incomes) may have no recourse to an alternative form of sup- 
plementation and are forced to acquire more expensive housing in the private 
market. 

The introduction of a general income supplementation system would 
raise a number of issues concerning housing programmes. The basic pro- 
gramme interrelationship questions are in fact complex, but can be simply 
stated: 

a) How is the value of the housing subsidy treated by the income supple- 
mentation system? If the programmes are simply stacked, the multiple 
benefit status of the housing recipients will continue, as will the in- 
equities. If the programmes are offset, how will this be accomplished? 
What income and family unit definitions, reduction rates, etc., will be 
required? 

b) How will the value of the housing subsidy be treated by the income tax 
system (with or without integration of the income supplementation and 
tax system) ¢ 

The advent of general income supplementation may also affect the existing 
approach to subsidized housing, of course, since housing subsidies and in- 
come supplements are at least partially interchangeable. 

Finally, of critical importance (quite apart from the technical questions of 
programme interrelationships or possible long-term policy changes) are short- 
term policy issues pertaining to the impact of supplementation on the low- 
income housing market in general. The most immediate question appears to 
be the potential impact of supplementation in areas where housing costs are 
extremely high and stocks are limited. A significant increase in the price of 
lower cost housing could offset (or absorb) many of the real benefits which 
supplementation was intented to provide. It would be particularly upsetting 
if new income support or supplementation initiatives were themselves the 
cause of significant price increases, although some impact in this direction 
might well occur if ways could not be found to counteract those pressures. 
5. Manpower, Employment, and Other Programmes 

There is obviously a long list of additional programmes that would inter- 
act with income support and supplementation schemes. Among them are: 

a) Manpower Training Programmes 

b) Manpower Mobility Programmes 

c) Direct Job Creation Programmes 

d) Veterans Allowances and Pensions 

e) Programmes for Native Peoples 

f) Student Aid Programmes 

g) Other government programmes that provide direct income assistance 
to people. 
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The general issues outlined in Section 1, General Concepts and Overview, 
apply in some measure to each of the above programmes. Policies that will 
ensure rational interrelationships between a support/supplementation system 
and each of these must be developed. For example, it must be determined 
whether manpower training allowances should be treated as ‘alternative’ 
government transfers (i.e., offset at 100 percent against support/supplementa- 
tion benefits) or as earnings (i.e., reduced at a lesser rate, and perhaps supple- 
mented by a new general system). Alternatively, all financial support for people 
receiving manpower training could be provided through the support/supple- 
mentation system. But, would this require the two programmes to have iden- 
tical eligibility criteria and other design characteristics even though the objec- 
tives may differ considerably? 

The process of sensibly coordinating a new support/supplementation 
programme with each of these programmes in addition to the tax system, the 
housing and social service programmes and the social insurances will require 
considerable work by numerous agencies at many levels of government. This 
work will proceed during the next phase of the Review. 

6. Minimum Wage Regulations | 

Both the federal and the provincial governments legislate the minimum 
wage that can legally be paid to workers. Should this wage rate, when trans- 
formed into an annual income for someone employed full time, be related in 
any fashion to the parameters of an income support/supplementation system? 
Should, for example, full-time employment at the minimum wage provide in- 
come equal to or greater than the supplementation breakeven point for a two- 
person family? Or, should minimum wage earnings be at least equal to the 
full support level (not the breakeven point) for a four-person family? In gen- 
eral, the next phase of the Review must include a serious discussion of the 
relationship that minimum wage earnings ought to have to support/supple- 
mentation systems. 


Up to this point, the Report has reviewed the background against which 
support/supplementation options have been developed and must be assessed, 
and the complicated environment in which such programmes would have to 
operate. The next section presents the support and supplementation options 
themselves. 


oe 


lll. Basic Support/Supplementation Options 
A. INTRODUCTION 


The Ministers of Welfare agreed at Edmonton, in February 1974, to further 
develop three approaches to an integrated income support and supplementa- 
tion programme: 

a) reforming existing social assistance schemes to assure adequate incomes 
to those who are not working (due to an inability to find employment), 
and extending their benefits to those who are working, but at unaccept- 
ably low incomes (a problem not generally being met through social 
assistance today); or 

b) through developing a substantially new income support and supple- 
mentation scheme, designed to meet the needs of both groups; or 

c) through developing a scheme which would meet the needs of those 
who are working, and integrating this with reformed social assistance 
schemes for those who are not working. 

This section of the Progress Report provides a general description of the 
main options available under these approaches. The descriptions should not 
be taken as an appropriate basis for deciding on the exact form of income 
maintenance policy for Canada. Their purpose is to provide the basis for a 
narrowing of the options so that, at the next stage of the Social Security 
Review, a limited number can be studied in detail. For this reason major 
design issues have deliberately been left incomplete, except where specification 
was necessary to differentiate between options. 

Given this mandate, the Working Party identified six basic options for 
providing income support for those with little other income and for supple- 
menting those whose incomes from employment is inadequate to meet their 
needs. While none of these options are presented as reforms of existing social 
assistance schemes (that is, under approach (a) above), that possibility remains 
an active approach. After further deliberation, the Working Party felt that the 
options within approach (a) differed from those under (b) and (c) only in re- 
spect of administration and jurisdiction. Since those questions will be discussed 
at a later stage in the Review, any current descriptions of options under this 
approach would be indistinguishable from descriptions under the other two 
approaches. 

The options presented here are neither exhaustive nor exclusive; their pre- 
sentation in similar form is not meant to imply that all parties to the Review 
would find them equally acceptable approaches to income maintenance 
policy. 


B. ASSUMPTIONS AND METHODOLOGY 


1. Assumptions 

The presentation describes the options in terms of the design characteris- 
tics discussed in the previous section of this Report. Slight variations in any or 
all of these characteristics can lead to an infinite number of variations and, at 
the limit, each option blends into the next. This Report concentrates on the 
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major types of options and does not attempt to cover the entire range of com- 
binations and permutations possible. 

To further simplify the presentation, a series of important assumptions 

have been made. They are: 

a) All of the options shown represent a national average system. Substan- 
tial variations in eligibility rules and benefit structures exist (and are 
likely to continue) between and, to some extent, within provinces. 
Since the Review has yet to report on questions of jurisdiction, adminis- 
tration and finance, no attempt has been made in this Report to de- 
scribe if and how such variations could be achieved; 

b) Emergency assistance, special needs, and continuing financial assistance 
to those with long-term special requirements (for example, special 
pharmaceutical or transport allowances) are characteristics of all pres- 
ent social assistance systems. It is assumed they will be required in any 
new system that is developed and, in all cases, they should be consid- 
ered an addition to the structure described in this Report. However, 
the importance of this item may differ depending on the option chosen; 

c) The Old Age Security — Guaranteed Income Supplement System and 
similar provincial programmes for those over sixty-four will determine 
the benefits available to this group, unless a more generous general 
programme is adopted. For this reason the illustrations and discussion 
in this Report refer to individuals under sixty-five and families where 
all members are under sixty-five; 

d) Except where changes to the personal income tax system are specifically 
implied by an option, the discussion of how and to what extent the tax 
and benefit systems should be harmonized has been left open. This is 
not intended to imply that harmonization of the two systems is any less 
necessary in those options; 

e) Similarly, unless a change is specifically implied by the option, the Fed- 
eral Family Allowance system is assumed to continue in its present form. 
Present Family Allowances, however, would be fully offset against other 
income maintenance payments. That is, they would be viewed as part 
of support/supplementation benefits. While Federal Family Allowance 
payments vary with family size and the children’s ages in Quebec and 
Alberta, the simpler $20 per month per child paid in other jurisdictions 
is used in all examples; 

f) It is assumed that each option described is a complete system. How- 
ever, in practice it is possible to combine the machinery of a number 
of them to produce a much wider range of possibilities. For example, 
social assistance might be reformed and could continue to deliver bene- 
fits as at present, while supplementation payments to those working 
were delivered by the income tax system. Indeed, the delivery of sup- 
plementation could be divided. Employees could receive payments via 
a tax credit mechanism, while the self-employed could receive benefits 
through a separate programme or indirectly through financial institu- 
tions. 

2. Methodology 

A brief explanation of the method of illustrating and describing the op- 

tions might be useful. All illustrations are in terms of an “average” two-parent, 
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two-child family, with both children of Family Allowance age. The family’s non- 
transfer income is essentially earnings from employment. 

The first drawing below does not represent any present or proposed pro- 
gramme, but illustrates the method of presentation to be used. The horizontal 
axis measures income before either taxes or government transfers. For the 
typical employee, this is largely earnings, though income from investments, 
net receipts from roomers and boarders, and other receipts similar to earnings 
would be included. This is the same basic “format” as that used in the earlier 
chart (page 46). 

The vertical axis below this line shows benefits from government transfer 
programmes. For most families with children this would include a Federal 
Family Allowance of twenty dollars per month per child, or $480 per year for 
this “average” two-child family. Other programmes could be added here but, 
for reasons of clarity, only the universal Family Allowance and the general 
support/supplementation programmes are shown. 

The support/supplementation programme shown in this first illustration 
is the simplest sort of ‘‘gap fill’ social assistance programme. The family with 
zero net income would receive maximum support payments of $3,938 (includ- 
ing Family Allowances). For every dollar of earned income, these payments 
would be reduced by a dollar (a tax-back rate of 100 percent) until only net 
earnings and Family Allowances were left. This breakeven point would occur 
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at $3,458 of earnings. At that point, in this diagram, personal income taxes 
would begin (the tax threshold). Thus, in this case there is no tax overlap; the 
tax and benefit systems are fully harmonized. 

The vertical axis, above the net income line, measures personal income 
taxes. In all cases any actual rates shown are a combination of the 1974 Govern- 
ment of Canada tax and an ‘‘average”’ Provincial tax (assumed to be 33 percent 
of the federal levy). Total taxable income would be net income (earnings) plus 
Family Allowances. The tax is shown as applying at $3,458 on the earnings line: 
adding $480 for Family Allowances to that number gives $3,958, the actual 
(total) exemption level on the 1974 tax schedule. 


StHE OPTIONS 


Approach b) through developing a substantially new income support and sup- 
plementation scheme, designed to meet the needs of both groups; 

This approach would involve common eligibility criteria for all typical 
families, whether they required full support or only supplementation. Assum- 
ing all other relevant circumstances are the same, benefits would differ only 
to the extent there were differences in income. 

There are three techniques for delivering benefits in such a system: 

1. a separate income testing system, 

2. an expanded income tax system, 

3. a social dividend system (using demogrants to provide full support to 
all Canadians, with recoveries from those who do not require support 
or supplementation through a reformed income tax system). 

Either the first technique, or a combination of the first and second, could 
be developed to deliver a combined income support/supplementation system. 
Since the administration details are not dealt with in this Report, only one 
option will be presented. This option does not distinguish between the use of 
a separate income testing system or a combined income testing/income tax 
system. The third possibility, that of meeting the income support and supple- 
mentation needs of ali Canadians through social dividends, or demogrants, 
would imply such substantial flows of funds through the public sector that its 
consideration would exceed the mandate for reform of the social security 
system. 


ao 


OPTION 1 


A Combined Support/ Supplementation System 


CHARACTERISTICS: 


ts 
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Eligibility: There would be no distinction between those working and those 
not working. Access would be substantially determined by income, although 
certain groups might be excluded, e.g. single people under 30, strikers, etc. 
The greater the number of exceptions, however, the greater will be demands 
on an emergency assistance or “back-up” system. 


. Benefit Structures: Since both Support and Supplementation would be 


served by a single structure, both adequacy of benefits for those who cannot 
work and appropriate incentives for those who can must be built into the 
benefit structure (or compromised). The maximum benefit (guarantee level) 
for the average family should be adequate to sustain recipients on a long- 
term basis. As per assumption (b) on page 53, special provisions would be 
necessary for those with long-term requirements who need additional 
support, such as the severely handicapped or disabled. 

The rate at which the benefit is reduced, as other income increases, 
will depend on the financial incentive (or reward) desired in the system and 
the level of public transfers the community will accept. The following dia- 
gram illustrates the following features: 

(i) a relatively low reduction rate (over a wide range of income) providing 
a similar incentive to those not working and those working. Because 
supplementation would be provided up to a relatively high earnings 
level, benefit costs would be relatively high, as would the cost of harmo- 
nizing with the tax system. 

(ii) a more complex rate structure which reduces costs by reducing the 
financial incentive provided to those with little or no other income. 
However, it retains a greater incentive for those working at levels of in- 
come that require supplementation. 


. It is assumed that the existing Family Allowance demogrants will continue. 


The total guarantee level (Point ‘‘G” in the diagram) includes the demo- 
grants as part of the adequate support that is allocated for children in each 
family. 


. Other Relevant Design Characteristics 


The single set of eligibility rules and combined benefit structure discussed 
above have implications for the definition of income and the accounting 
system in a combined programme. 

Since a single definition of income would be the major determinant of 
the appropriate benefit in a combined support/supplementation programme, 
that definition of income becomes a critical element in the determina- 
tion of cost. A broad definition, including imputed rent from owner-occu- 
pied homes, for example, would reduce the amount of benefits paid and 
increase the equity as between recipients with and without their own homes. 
It would, however, increase administrative costs and create differences in 
treatment as between benefit recipients and taxpayers. Similar problems are 
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created where potential recipients own other assets which do not produce 
periodic money income. 

Short payment, reporting and accounting periods are important in a 
combined programme (as in all others) to allow it to be responsive to need. 
However, the primary importance of income as the determinant of the bene- 
fits makes a longer accountable period more important if the treatment of 
those whose incomes fluctuate over time is to meet community standards 
of equity. For example, a construction worker who earns income in only 
three or four months could receive benefits for eight months; with only a 
monthly accountable period, a worker with such a seasonal income pattern 
would not be required to make repayments. At the same time, the factory 
worker, with the same earnings spread evenly over the year, would remain 
ineligible for benefits. (This problem would, in certain circumstances, only 
be shifted from the general to the emergency system by the use of a longer 
accountable period). 

The support unit definition, special problems of the self-employed and 
interrelationships with other programmes involve no unique problems in 
this option. 
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Approach c) through developing a scheme which would meet the needs of 
those who are working, and integrating this with reformed social 
assistance schemes for those who are not working. 

This approach would imply a new income supplementation system apply- 
ing across Canada with income support being delivered through reformed 
social assistance programmes. Eligibility criteria for support under this 
approach would differ substantially from those for supplementation. In addi- 
tion, the income tests applied in the components could be different and, since 
the supplementation component would be designed for those with some in- 
come from employment, the maximum payment it delivered to the typical 
family would not by itself be sufficient for adequate support. 

Supplementation under this approach could be delivered by a separate 
income-testing programme, a revised income tax system or by a demogrant. 
Options using the first two techniques are described in this section (Options 
2 and 3). In determining who ought to be eligible for income supplementation, 
it can be argued that the principal need for supplementation by the working 
poor results from the fact that wages do not differ by family size. If this were 
the case, supplementation benefits might be efficiently limited to families with 
children. These benefits could be delivered through an income-testing pro- 
gramme (Option 4), a revised income tax system (Option 5), or by a demo- 
grant (Option 6). A further possibility for the provision of supplementation 
would be to provide a demogrant to homemakers and/or child carers (rather 
than payments only in respects of children, as such). This possibility implies 
such a substantial change in the method of income distribution in Canada as 
to exceed the immediate mandate of the Working Party. 
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OPTION 2 


Income Supplementation through Transfer Payments 


1.A two-part income support/supplementation system would be involved, 
with one part designed primarily to supplement earnings through an income- 
tested transfer programme, and the other part designed primarily to support 
the incomes of families with zero or very low earnings (possibly via a sepa- 
rate programme). 


2. Access to supplementation payments would be substantially determined by 
income, although students, strikers, single people under a specified age 
might be excluded. However, the greater the number of exclusions, the 
more the emergency back-up system would begin to resemble an additional 
structure with increased administrative complexity. 


3. Eligibility for full support would be more restrictive than for supplementa- 
tion. This component would provide adequate levels of benefits for those 
who must rely upon the income security system for most (if not all) of their 
income, on a long-term basis. Examples of those automatically eligible are 
the severely handicapped, the disabled, or others clearly unable to find or 
cope with employment. As per assumption (b) on page 53, special provi- 
sions would be necessary for those with long-term requirements who need 
additional support, such as the severely handicapped or disabled. Alterna- 
tively, access for full support might be limited via exclusions, such as those 
for whom jobs are clearly available, and whose age, mobility, or other fac- 
tors are favourable with respect to employment. 


4. Benefit Structure: 

(i) Supplementation: Since these benefits are primarily aimed at those 
working, they need not, by themselves, be adequate for full support. As 
income rises, the reduction of benefits should be at a rate low enough 
to maintain work incentives. The income test might be straightforward 
and relatively simple, operating in a manner similar to the income tax 
system. 

(ii) Support: The general guarantee (or full support level) would need to 
meet an acceptable community standard. Since this system would be 
aimed at those not working (by reason of unavailability of employment 
opportunities or inability to take advantage of them), a higher reduction 
rate, implying reduced financial incentives, might be acceptable. The 
income test and definition could also be more stringent. 


5. The combined two-part structuce could appear, In design terms, similar to 
the complex-rate variant of Option 1. In this case, however, not everyone 
would have access to the “full” guarantee levels. Thus, diagrammatically: 
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The existence of a large, relatively efficient income-testing machinery, 
with which most of those working are familiar, has suggested a number of 
ways of using the income tax system to deliver benefits to the working poor. 
Perhaps the most developed proposal of this type was the Tax Credit system 
described in a 1972 United Kingdom Green Paper. Adapting those proposals 
to Canada would require two major changes in the Canadian income tax 
system. First, the present personal exemptions would be replaced by tax cred- 
its. Exemptions for the individual taxpayer and his dependents are a deduc- 
tion from income before the calculation of tax. In a credit system, on the other 
hand, taxes are calculated on total income and the amount of the credits is 
deducted from the calculated amount of tax. The credit reduces taxes by the 
same dollar amount regardless of the income level or the tax rate, while the 
effective tax relief provided by exemptions increases as tax rates increase. 
Where taxes payable are less than the value of the credit, this proposal would 
refund the difference to the taxpayer. 

Second, the British proposal used a tax system which had a single tax rate 
over most of the range of income to which refundable credits were likely to 
apply. Above this range a further progressive tax was added. This single tax 
rate, with an additional tax on high incomes, was a feature of the British Tax 
system well before the Green Paper proposals. While not essential to the pro- 
vision of refundable credits, such a single tax would greatly simplify adminis- 
tration. Specifically, it reduces underpayments or recoveries in the case of 
fluctuating incomes, and also reduces the incentive to ‘‘split’” families for tax 
purposes. 

Tax credits could be provided in Canada in a variety of ways. For exam- 
ple, credits for employees (and his or her family) might be delivered via the 
employer. The employer could regularly calculate wages, deduct taxes, add 
the credit, and pay the total to the employee. In making returns to National 
Revenue, the employer could deduct the value of credits paid from taxes with- 
held before transmitting them. When the employee became unemployed or 
retired, the credit and the benefits to which he or she was entitled could be 
administered by a social insurance agency. If the social insurance eligibility 
expired, the credit could be taken to and could form part of the payment from 
a reformed social assistance agency. Option 3 illustrates this approach in a 
format comparable to that for other options. 
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OPTION 3 


Income Supplementation through Refundable Tax Credits 


Eligibility: Eligibility for tax credits, like exemptions under current taxation, 
would probably be universal. Net payments (i.e. refundable credits) could 
be denied certain groups when returns were reconciled at year-end and the 
administrative structure could be established so that only employers (or 
employers and social insurance agencies) could deliver refundable credits. 
Other forms of restrictions would be very difficult to enforce. 


Benefit Structure: The maximum value of the tax credit need not be ade- 


quate for those with no other incomes, as its purpose would basically be to 
supplement the incomes of those working. The amount of the credit, like 
the tax exemptions they would replace, would vary with family size and 
composition. If the credit exceeded the tax liability, the difference would be 
paid (or refunded) as an income supplementation benefit. The net value of 
the credit as a supplement is reduced by the income tax rate from the point 
at which the tax system becomes effective. The amount of financial incentive 
built into the system is thus determined by the tax rate — the lower the rate, 
the greater the incentive. 


Relationship to the Tax System: Income supplementation through tax cred- 


its would be delivered through the mechanism of the personal income tax 
system. This linking of the supplement system and the tax system would 
imply a close correspondence in features such as the definition of income 
and support unit. Tax credits would necessarily replace present personal tax 
exemptions: the net tax liability would be collected in the same manner as 
at present. “Harmonization” between taxes and supplements would be 
achieved automatically through the operation, since gross taxes minus cred- 
its would automatically yield a net tax liability or a net benefit payment, 
but never both. 


_ Limited Access to the Support System would operate as in Option 2. It 


would be operated separately from the tax system and would probably 
involve more stringent income-testing, a different support unit definition, 
and would be on a restricted-entry basis. If similar income and access rules 
were used for both support and supplementation, this option would become 
a variant of Option 1. 


5. Diagrammatically 
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6. Other Relevant Design Characteristics 
The close relationships with the income tax system would create unique 
relationships with other programmes and special problems in defining the 
support unit. 
Since the income tax system would be the basic delivery mechanism, full 
integration of the tax and supplementation systems is implicit. Social insur- 
ance benefits should be treated the same as other forms of taxable income, 
as defined by income tax. If the tax rate applied to social insurance benefits 
in the supplementation subsystem is different from the normal tax rate there 
would be accounting problems and notches. Social insurance contributions 
would continue to be regarded as a deduction. While the tax credit system 
could ignore the subsidy elements of social services and housing, one pos- 
sible treatment would be to consider them in the same manner as housing 
and similar benefits provided by private employers (that is, treat them as 
imputed income). 
The tax system currently defines its unit as the individual filer and depen- 
dents, where dependents’ incomes are less than a specified level. Using this 
as the unit definition for supplementation could create inequities relative 
to a support system operated on a family unit basis. Such inequities could be 
reduced by not allowing anyone claimed as a dependent to file for a credit 
in his own right (as with the Ontario Tax Credits). The possibility of requiring 
family filing for personal income tax would mean substantial administrative 
change and/or new enforcement machinery. 
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CHILD-RELATED OPTIONS 


As suggested earlier, if supplementation for those working at unacceptably 
low incomes were primarily a matter of adjusting for family size, a supplemen- 
tation system to deliver benefits only on behalf of children is a major possi- 
bility. Families with children account for 75 to 80 percent of the population 
(excluding the elderly) below most low-income measures. Thus, supplementa- 
tion directed at children could certainly be useful. However, by the same 
measures, close to a million Canadian adults in poverty (again, other than the 
aged) would receive no help from such measures. The three options that follow 
suggest three different approaches to children’s benefits as a supplementation 
system, combined in each case with a restricted support system for adults. 
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OPTION 4 


Income-Tested Child Allowances 


. Eligibility: Only families with children under specified ages would be eligible 
to apply; payment of benefit would be substantially determined by income. 
. Benefit Structure: Maximum benefits per family would be related to the 
number of children and could vary with the age of the children. To fully 
adjust low wages for family size, the benefit (including current Family Allow- 
ances) would have to approximate the cost of raising a child. At very low 
incomes, the child benefit would be exempt from reduction; however, 
beyond a specified income, the child allowance would be reduced as 
income increases. 

. Relationship with the Tax System: With a low reduction rate, this option 
would generate a substantial overlap with the present income tax system. 
This overlap would increase with family size if the value of the child benefit 
exceeded the “value” of the child exemption in the tax system. Income tax 
thresholds would require adjustment in full “harmonization” were to be 
achieved (i.e., if overlap of the tax and supplement system were to be 
avoided). 

.A programme of this type has recently been started in Saskatchewan. It 
differs from the previous Federal Government Family Income Security Plan 
(F.1.S.P.) proposals in that income-tested allowances are built on top of exist- 
ing family allowances, rather than replacing them. 

. The Support System benefits would apply to adults and to those children 
with long-term special requirements. Full maintenance of children with 
normal requirements would be assumed to be covered by the supplement. 
Eligibility would need to be fairly open since this would be the only ‘‘resi- 
dual’’ programme for parents and childless adults. 
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6. Diagrammatically: 
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OPTION 5 


Refundable Child Tax Credits 


1. Eligibility: All families with children below specified ages would be eligible 
for child tax credits. Whether any or all of the credit would be paid out as 
benefits, or simply offset against gross taxes, would depend on the level of 
income of the person claiming the credit. Families with very low incomes 
would receive full benefits, along with the universal family allowances. 

2. Benefit Structure: Child tax credits would replace present child exemptions 

in the tax system. The total credits available to a family, like current exemp- 
tions, would likely vary with family size; the tax credit plus family allowances 
would have to approximate the cost of raising a child. 
The credit would be deducted from gross tax payable. If the credit exceeded 
tax due, a positive benefit would be paid, thus the use of the term ‘‘refund- 
able” tax credit. At the point where the tax system becomes effective, e.g., 
where income exceeds adult exemptions, the portion of the tax credit re- 
funded would be reduced by the income tax rate. The amount of incentive 
built into the system is thus determined by the income tax rate — the lower 
the rate, the greater the financial incentive. 

3. Relationship to the Tax System: The income tax system would be the mecha- 
nism for the delivery of income supplementation through child tax credits. 
As a result, most of the concerns and advantages mentioned under the full 
tax credit would be applicable here. 

4. Diagrammatically: 


Tax 


Gross Income Tax 
€.. 


SOP e eres reese ereeeeeeeeeeeseuveese 
POCO OOo e ee meee eran eeeseressesese 


Family Allowances 


eee ee a) 
COM S HOE HHO eee eee ree EEE EeEdeeeEerereee eee OEE eee EEeeeDeeeeeeeeEeeS 
COPS H SoH H eee er eEEeEEdeererererereeeeeeee ere ee EEEreeEesoeeeeDeseD 


ti: Seite ncome 
“Eull-Cost” ae ae Earned Inco 
Tax Credits ee rs , 
SUERTE ERIE i Supplementation via 


? 


¢? 
? 
HOS Support System for Adults 


Ke (same as Option 4) 
7 


Benefit 


67 


OPTION 6 


Increased Family Allowances 
(Demogrants) 


1. Eligibility: All mothers (guardians) with children under specified ages would 
be eligible for increased family allowances. 

2. Benefit Structure: Maximum benefits per family would be related to the 
number of children and could vary with the age of children and number of 
children in the family. To fully adjust low wages for family size, the family 
allowance payment should approximate the full cost of raising a child. 

3. Relationship with the Tax System: No direct relationship, except with re- 
spect to whether larger allowances would continue to be taxed, and whether 
existing children’s exemptions would be retained. 

4. Diagrammatically: 
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This presentation of options provides a basis for comparisons or evalua- 
tion only in broad structural terms. An overview of the financial implications, 
on a comparably general basis, is presented below in Part IV. 
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IV. Financial Evaluation of Options: 
Potential Total Costs 


A. INTRODUCTION AND ASSUMPTIONS 


1. Introduction 

The preceding section described the major options for income support/ 
supplementation without indicating the probable benefits that would be 
available for individuals and families, or the total costs which all Canadians 
would be asked to meet as such programmes were implemented. In large part, 
this is because the options have only been defined in general terms. Decisions 
on finance, jurisdiction and administration are to be part of later stages of the 
Review and these decisions will have important effects on benefits and costs. 

If the options are to be reduced to a more limited number, however, it 
seems essential to provide some broad financial evaluation in terms that facili- 
tate comparisons between them. This can be done without defining which 
government delivers which service, or in which way it is delivered. By using 
national average figures, the question of how benefits would vary across re- 
gions and jurisdictions can also be ignored to some extent. 

To facilitate an analysis of the size and incidence of benefits or costs, a 
number of detailed choices are required in order to define each option more 
precisely. Apart from such general issues as income definition and accounting 
procedure (per Part I! above), these include: 

a) The guarantee levels that would apply to (say) the prototype family 
(family of four), in both the support and supplementation parts of any 
option. This obviously relates directly to the goal of adequacy uf sup- 
port. 

b) The reduction rate (3313/0, 50°/o, 75°/o, 100°/o) in the separate systems 
and their combinations. This bears on the incentives question. 

c) The income thresholds (or breakeven points) at which supplementation 
would cease. 

(Note: in general, the choice of two of the above three issues will 
automatically determine the third). 

d)The division of the basic amounts for the prototype family into the 
“share” to the adults and the children, in both the support and supple- 
ment parts of each option. This involves not only the ratio of adult 
benefits to child benefits, but such questions as: should all adults — 
everyone over eighteen? — be treated equally? Should second and 
third adults get less than the family head? How should single-parent 
families be treated? And so on. There are several social policy issues 
raised by these choices, including questions of equity and of incentives 
regarding family splitting or formation. 

e) The possible ways in which personal income tax thresholds (where net 
taxes begin to be paid) might be brought into line with the supple- 
mentation thresholds (per (c) above). The possibilities include tax 
adjustments, supplement programme adjustments, or both. This prob- 
lem relates to the goals of simplification and rationalization (or har- 
monization) of the two systems. Such adjustments are needed to avoid 
(or minimize) overlaps (ranges of income where both taxation and 
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supplementation take place) and to alleviate undesirable incentive ~ 
problems where the effective income tax and benefit reduction rates 
add together. 

f) The treatment of other forms of income maintenance benefits (housing 
subsidies, Unemployment Insurance, Workmen’s Compensation, GPE 
QPP, disability benefits and so on). Clearly, these programmes could 
continue and could be viewed as alternatives to support or supple- 
mentation; or, their benefits could be ‘‘treated” like other income by 
the support/supplement systems under study; or, some could be 
significantly restructured in light of new support/supplementation 
programmes. 


These are a number of the issues that must be explored in detail as the 
options are developed further. The issue at hand is that, although many such 
questions will likely be raised as soon as values (or numbers) are attached to 
options, some illustrative figures are required at this stage in order to make 
the options concrete enough to be understood and to allow even rough cost 
comparisons. 

2. Basic Behavioural Assumption 

Before dealing with these programme issues, however, it is best to make 
clear that the estimates and evaluation which follow assume no behavioural 
change as a result of the programme. The estimates are measurements of the 
first impact of benefits and tax changes on the present incomes and work 
habits of Canadians. How the existence of a generally available income support 
and supplementation system would change Canadian work habits, and how 
this would effect individual and national income, is not assessed in this Report. 


There are three reasons for this. First, neither theoretical analysis nor 
empirical experiments to date suggest that such a general programme would 
have significant results in either direction. Both the arguments and evidence 
have mixed conclusions and no major study suggests that all shifts in work 
effort would be in one direction. 


Second, each of the options suggested would provide financial incentives 
acting in both directions so the net result is difficult to assess. It is not likely 
that any present social assistance recipient would be worse off with respect to 
incentives to work under any of the options proposed. For most recipients, 
direct financial incentives would be provided and in all of the options outlined 
an individual would be better off by working. Those now working, but with 
inadequate incomes, would receive some assistance and considerable income 
protection under all options. The marginal tax rate they encountered when 
increasing their work effort would decline in some cases and increase in 
others (from perhaps 20 percent to between 30 and 50 percent). Even where 
marginal rates increase, average income taxes would be reduced (and the 
average reward from working increased). Most options also propose that the 
supplement be calculated on a family or quasi-family basis. This factor should 
reduce any tendency for secondary earners, in the non-recipient population, 
to substantially alter their work patterns. 


Finally, any short-term attempt to assess the probable behavioural effects 
is essentially arbitrary and such arbitrary assessments are perhaps better made 
in light of these impact cost comparisons. 
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3. Maximum Benefit Assumptions 

After assuming unchanged behaviour for the initial cost estimates, per- 
haps the most important assumption is for the basic guarantee or maximum 
benefit level for the ‘average family of four’. This assumption influences all 
options and in all examples which follow the figure used is $4,800. It is drawn 
from the Summary of Low Income Measures presented on page 33 and is 
suggested as an illustrative national average (neither a maximum nor a 
minimum). 

While not intended as a recommendation, the $4,800 support level seems 
a reasonable figure for estimation purposes since it is: 

—above the unweighted average of social assistance maxima across 

Canada in July, 1974, and well above levels in lower-benefit provinces, 

— similar to “benchmarks” such as half of average earnings in manu- 
facturing, the O.A.S/G.I.S. support level, and the Federal Minimum 
Wage (plus current Federal Family Allowances in all cases), 

— significantly below the updated Senate ‘Poverty Line’, Statistics Can- 
ada’s ‘Low Income Line” updated by price change, and the Median 
Income of Canadian Families. 

As is indicated in (d) above, how the maximum benefit is divided among 
family members can have serious effects on costs, incentives and other social 
issues. Since at this stage behaviour is assumed constant and the same pattern 
is used for all options, the figures used in these first cost estimates are: 

— $1,700 for those 18 years of age and over; 

— $700 for children (under 18). 

Thus, the $4,800 breaks down into 1700/1700/700/700. The Child Benefit 
options also show $700 per child, to maintain a common basis for illustration. 
Other configurations will be examined (including differentials for first and 
second adults, first and second children) when selected options are further 
developed. For the moment, two arguments are offered for the simple break- 
down suggested: 

1) Cost estimates can be generated much more easily and quickly if there 
are fewer degrees of differentiation; it was thought important to have at 
least some estimates at this stage; 

2) The split of 1700/1700/700/700 is very close to the adult/child ratios 
suggested in some poverty studies. The amount of $700 for children is 
close to results presented in studies attempting to assess the true mini- 
mum costs of raising a child. 

The division of benefits in the supplementation part of the programmes 
raises even more complex questions. While a number of alternatives are 
possible, a rule of proportionality (that is, maintain the adult/child ratio at 
1700/700) has been used in the present estimates. 

4. Reduction Rate Assumptions 

With respect to tax-back rates, there is obviously a wide range of pos- 
sibilities. In general, the lower the rate — given a guarantee level such as the 
$4,800 example — then the better the incentive feature (reward for working), 
but the greater the income range over which benefits apply. The greater this 
income range, the greater the total cost of benefits (and more beneficiaries), 
and the more difficult (costly) would be rationalization with personal income 
taxation. There is a clear trade-off between costs and incentives, at least in 
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terms of the structure and first impact of any option. To the extent that | 
incentives cause desirable behavioural changes or to the extent that an ini- 
tially cheaper (but poor-incentive) structure would inhibit work choices, then 
the true “extra” cost would, in the long run, be less. 

While an infinite variety of rate structures is possible, two support and 
two supplement variations are shown, where applicable, to illustrate the effect 
of such choices. The reduction rate in the support system has been set at either 
100 or 75 percent. Associated with the 100 percent support rate is a supple- 
ment reduction rate of 33 percent, with a breakeven point of $5,120 (or 
$5,600 including Federal Family Allowances). The supplement rate associated 
with the 75 percent support rate is 37% percent, which a breakeven of $6,720 
($7,200 including Federal Family Allowances). For the single-rate, combined 
support/supplement system, a 50 percent reduction rate is used. 

It should be noted that all existing social assistance schemes have adopted 
a practice of allowing some exemptions from income — equivalent to a zero 
percent rate bracket — before assistance benefits are reduced. A typical figure 
might be $50 per month or $600 per year (some provinces have double this 
amount). This feature has not been built into the explanation of the options 
or the cost estimates at this stage. Clearly, exemptions cost money: they push 
out the breakeven income thresholds and, thereby, add to costs by paying 
higher benefits to some recipients and by bringing additional recipients into 
the system. 

5. Eligibility Assumptions 

One of the most difficult questions in preparing comparisons of options 
concerns the appropriate eligibility rules to use in comparing limited access 
options. Not only has there been no decision on this question, but available 
data lend themselves poorly to the kind of determination used in most current 
programmes. To prepare estimates, however, some assuptions about eligibil- 
ity were required. The choices were made only to facilitate first run estimates; 
the criteria used should not be viewed as programme or policy recommenda- 
tions. 

The combined support/supplementation option is presented in two ways. 
First, all individuals and families are assumed to be eligible for assistance. This 
OPEN ACCESS case would encompass 100 percent of the population in families 
where no member is 65 years of age or older. Second, the OVER 30's, all 
individuals and families are assumed to be eligible unless the head is under 
30 years of age and is not disabled and has no children. The exclusion of 
students, strikers and “healthy young people generally” is frequently sug- 
gested; this measure presents an approximation of the kinds of savings such 
exclusions might involve. This rule leaves 81 percent of the support units and 
92 percent of the population in the “young family units” eligible. 

Where separate support and supplementation systems are suggested, two 
sets of eligibility criteria have been provided for access to full support. First, 
the OVER 30’s, all individuals and families are assumed to be eligible unless 
the head is under 30 years of age and is not disabled and has no children. 
Second, for the LIMITED ACCESS case, estimates are based on rules relating 
to age, disability and family structure which allow only about 24 percent of the 
population to have access to full support. These rules seek to simulate the 
stricter sort of current programme rules and probably provide a minimum 
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cost estimate in that sense. In common terms, this population includes those 
who ‘really need help’ and the estimates bear that out. 

There have also been two sets of eligibility criteria assumed for the sup- 
plementation component. Supplementation is assumed to be provided on 
either an OPEN ACCESS basis or to the OVER 30's. 

For the child-related benefits, Options 4, 5, and 6, only families with 
children under 18 years of age were considered eligible. 

6. Presentational Assumptions 

To limit the exercise to manageable proportions at this stage, only a few 
of the many possible benefit structures were selected as prototypes. Hope- 
fully they serve to illustrate adequately the rough orders of magnitude involved 
in each option and to provide a first indication of some of the design trade- 
offs as they relate to costs. 

It is assumed that any structure under consideration would not be more 
generous than, and therefore could not replace — at least initially — the 
OAS/GIS structure for the aged. Therefore, all estimates apply to families 
(and individuals) where all family members are under the age of 65. Given this 
caveat regarding coverage, the estimates that have been prepared have the 
following basic elements: 

a) The gross cost of support and supplementation benefits. This is the 
amount that would be paid out to all eligible families who qualify for 
benefits because their incomes fall below the income “breakeven” 
levels as defined under each option. 

b) The cost of bringing the income tax thresholds into harmony with the 
breakeven levels for supplementation. There are a variety of possible 
ways this could be done. The estimates shown assume tax reductions 
or rebates for the lower-income taxpayers, to the extent that would be 
required if full rationalization were to be accomplished. This approach 
does not apply to tax credit variants since they, by definition, achieve 
this rationalization automatically (as part of their essential design 
features); and 

c) Programme Offsets 
The gross benefits (under (a)) were estimated as if no other income 
maintenance payments were being received by these families (other 
than family allowances). In fact, close to $7 billion in various payments 
is being paid out (UIC alone is over $2.2 billion). Either these payments 
would be continued and taken onto account by the support/supple- 
mentation programmes (in which case the costs of the latter would be 
significantly reduced from the gross amounts), or some restructuring 
(and considerable cost saving) might be contemplated for them. In 
either case, the system as a whole would involve significant cost 
offsets. 
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B. SPECIFICATION OF THE FEATURES OF EACH OPTION AND A COMPARI- 
SON OF THEIR COSTS 


1. Introduction 

This section provides the following information for the options described 
in Part III. 

1.A résumé of the specific benefit structures that were adopted for cost 

estimation; 

2. The relevant diagram, brought forward from Part //I but with specified 

benefit levels, rates, etc., added in; and 

3. A comparison of the costs of the various options, with the costs 

separated into those associated with benefit payments and those that 
would take the form of the tax rebates or reductions necessary to 
produce full “harmonization” with the tax system. 

The net cost of the income support/supplementation options presented 
here would range anywhere from less than one-quarter of a billion to some- 
thing more than three billion dollars depending not only upon the several 
options but also upon various design characteristics within each option. 
Therefore, rather than showing the estimated costs for each option, which 
could be misleading, an indexed presentation of the relative costs is presented. 

The limitations outlined here suggest that a considerable degree of 
caution should be exercised in the use of these estimates. A great many 
decisions on programme design characteristics and interrelationships with 
other programmes are required before much more refined estimates become 
possible. With these factors in mind, however, it is believed that the broad 
magnitudes presented, the relative positions as between basic options, as well 
as between the significant structural variations, are reliable enough for first 
impressions. 
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2. Specifications for the Cost Estimates 


OPTION 1: ACOMBINED SUPPORT/SUPPLEMENTATION SYSTEM 


Tax 
Tax Line 
Tax Adj 
Family Allowances D ax Adjustments 
= ob? ae 
: BC \. dea 
0 : ¥ sé e-sesttireee pe” 
$480 | A 
— 
oad Earned 
income 
Cee 
(ii) ‘ 37 V2 % 
50% 
$4,800 (Dollars) 
A = 3920 
B = 4800 
C = 5120 
D = 6720 
E = 8640 
Benefit Two-adult, two-child family 


Benefits and Structure 
— $4,800 guarantee level for family of four: $1,700 per adult; $700 per 
child (including current Federal Family Allowances). 


Three Rate Structures 

(i) Single 50°/o tax-back rate throughout; 

(ii) 1009/0 over income range up to $3,920 of earnings; 33’4°/o over 
second income range. Structure chosen so that the breakeven level of 
income for the family of 4 is equal to $5,600 (less Federal Family 
Allowances of $480, giving $5,120 of earnings); 

(iii) 759/o over income range up to $4,800 of earnings; then 37'2°/o up to 
breakeven level of $7,200 (less Federal Family Allowance of $480, 
giving $6,720 of earnings). 


Is, 


OPTION 2: INCOME SUPPLEMENTATION THROUGH TRANSFER PAYMENTS 


Tax 


Tax Line 


Tax Adjustments 


Family Allowances 


Besoesce 


t 


(ii) Earned 


‘ a Income 


37 Vo oN Supplementation 
(General) 


/ 
x 75% 
$4,800 \ Support 


(Limited) 


(Dollars) 
B = 6720 


Benefit Two-adult, two-child family 


Benefits and Structure 


— $4,800 full support level for family of four: $1,700 per adult; $700 per 
child (including current Federal Family Allowances). 


Eligibility 
— access to the full support level is limited. 


Two Rate Structures 
(i) 33%3°/o in supplementation part 
100°/o in support part 
(ii) 37¥2°/o in supplementation part 
100°/o in support part 
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OPTION 3: INCOME SUPPLEMENTATION THROUGH REFUNDABLE TAX 
CREDITS 


Gross Taxes 


f , 
(ii) Le 
ke 
os oo” 


Family ea res (i) | Net (Actual) 
Allowances ,-?t2<"~ (i) Taxes 
orcer" A B 


(ii) 


Earned 
Income 
TMepCeate 
“Net Credits Paid’’) 
Y; 
s 
$4,800 Support 
(Limited Access) 
(Dollars) 
A = 5120 
B = 6720 


Two-adult, two-child family 
Benefit | 


Benefits and structure 
— the same support and supplementation benefit structure as in Option 
2, with the supplements paid as “net tax credits’ (gross taxes less 
available tax credits). 
— the tax-back rate for supplementation is automatically the same as the 
gross tax rate in income tax. 
— NO personal income tax exemptions. 


Eligibility 
— access to full support level is limited. 


Two Rate Structures 
— same as in Option 2. 
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OPTION 4: INCOME-TESTED CHILD ALLOWANCES 


Tax Present Tax Schedule 


Tax Adjustments 


Family 


Allowances A Earned 
yg Income 
0 
$480 
$1,400 
(ii) 37%% ~Supplements 
75% 
$4,800 Support 
(Dollars) 
A = 3400 
B = 4533 
C = 6160 
D = 6968 
Benefit Two-adult, two-child family 


Benefits and Structure 
— $240 per year Family Allowance, plus $460 per year income-tested 
- supplement, for a total of $700 per child. 
_— $4,800 full support level for a family of four. 
—— tax-back rate in the supplement part begins at an income level that is 
coordinated with the full support part of the system. 


Eligibility 
— access to the full support level may be limited. 


Two Rate Structures 
(i) Supplementation 
— 0°/o to $3,400 of earnings 
— 3313°/o thereafter 
Support; 100°/o 
(ii) Supplementation 
— 0°/o to $4,533 of earnings 
— 37),°/o thereafter 
Support; 75°/o 
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OPTION 5: CHILD TAX CREDITS 


Tax 


33%3% Net Taxes 
Family 


Allowances A Old 


Schedule 
0 
$480 : 
37%2% Earned 
$1,400 x Income 
‘i 37 > % Supplements 
~~ 
75% 
Support 
$4,800 
(Dollars) 
A = 3400 
B = 4533 
C = 6160 
D = 6986 


Two-adult, two-child family 


Benefit 


Benefits and Structure 
— $240 per year Family Allowance, plus a $460 per year refundable Child 
Tax Credit, for a total of $700 per child. 
— there would be no children’s tax exemptions. 
— $4,800 full support level for a family of four. 
— the income level at which the supplementation begins to reduce is 
coordinated with the full support part of the system. 


Eligibility 
— access to the full support level may be limited. 


Two Rate Structures 
— same as in Option 4. 
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OPTION 6: INCREASED FAMILY ALLOWANCES 


Current Tax 
Schedule 


Tax 


Tax Adjustments 75% 


Supplements 


Support 


$4,800 
(Dollars) 
A = 3400 
B = 4533 


Two-adult, two-child family 
Benefit 


Benefits and Structure 
— $700 per year Family Allowance per child under 18 years of age. 
— $4,800 full support level for a family of four. 


Eligibility 
— access to the full support level may be limited. 
Two Rate Structures 


(i) 100°/o in support part 
(ii) 75°/o in support part 
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3. Summary of Design Features, Potential Cost Offsets and Cost Comparisons 

This section presents the cost comparisons for a range of benefit structures 
and eligibility rules for the six basic options for support/supplementation 
previously described. It should be emphasized that in no case do these 
estimates represent recommended programmes; their purpose is to demon- 
strate how the costs would differ across a range of benefit structures and 
eligibility rules. 

The costs have been estimated on an impact basis, that is, on the assump- 
tion that no behavioural change in work habits results from the introduction 
of a general income support/supplementation system. Since available experi- 
mental evidence and theoretical analysis does not indicate a clear and signifi- 
cant change in work incentives, this appears to be a reasonable first assump- 
tion. As more detailed programmes are developed, the analysis of alternative 
assumptions about behavioural change will be required. 

The following comments summarize the basic assumptions used with 
respect to benefit structures, eligibility, tax adjustments and cost offsets. More 
detailed discussions of these technical points are included in Appendices 
B and C. 

a) Benefit Structures 

The benefit structures used were not chosen to represent preferred 
programme choices, but as examples of the range of feasible variations. In all 
cases, the maximum support level used is $4,800 (for the average two-parent, 
two-child family). As indicated earlier, this is not proposed either as a 
minimum or a recommendation, but as a hypothetical representation of the 
average level that might apply across Canada (in 1974) under the various 
options. Actual rates can and undoubtedly will vary substantially above and 
below this to reflect regional and/or local conditions and concerns. It should 
also be noted that these presentations are in terms of the benefits necessary to 
meet average or “‘normal’’ family requirements. Special needs, long-term 
Special requirements, or emergency assistance would be additional in all 
options. 

The two sets of reduction rates suggested for the full family options are 
intended to show minimum and relatively generous structures respectively. 
The 100 percent/33'3 percent structure represents one of the lowest-cost 
combinations that would still provide “room” for supplementation (with 
reasonable incentives) for the working poor. The 75 percent/37¥. percent 
structure presents a more generous combination for both support and sup- 
plementation. The single, 50 percent reduction rate structure is shown be- 
cause of its common use in the academic literature on the subject, and in 
order to provide an indication of cost sensitivity to significant rate changes. 

Many other important issues of programme design remain to be deter- 
mined. Questions of income definition, support unit definition and accounting 
systems can and will have an important impact on the costs of any eventual 
proposals. For the moment, they are determined primarily by the available 
data rather than by desirable programme design characteristics. Since the same 
design choices were made for all options, they should not substantially affect 
comparisons between them. 

b) Eligibility 

Three ‘eligible’ populations have been used to demonstrate the range of 
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cost changes that can result from changes in eligibility rules. Their boundaries 
are a compromise between potential programme standards and available data. 
In the first case — called Open Access in Table 9 — all families with all 
members under 65 are eligible to have their incomes tested. As noted earlier, 
it is assumed that present programmes for the elderly will continue to meet 
their particular income requirements. In the second case — labelled the 
Over 30’s — costs are presented as if only the disabled, families with children, 
and individuals and couples over thirty were eligible to apply for regular 
benefits. Thirdly, the Limited Access population is based on rules relating to 
age, disability and family structure. In common terms, the eligible population 
under this rule are those who are often considered to be ‘‘unable or unex- 
pected to work’’. It will be seen that reducing the eligible population to one- 
quarter does not reduce costs proportionately. This reflects the obvious fact 
that a much greater percentage of such people have very low incomes, 
compared to the population at large. Here, as in all other cases, the choice is 
an estimating decision not a policy recommendation. 

For the child-related benefits, only families with children under 18 years 
of age were considered eligible. Approximately 79 percent of the population 
are in such families. 

c) Tax Adjustments 

A substantial part of the estimated gross costs is the tax adjustments or 
rebates that would be required to harmonize the tax and benefit systems. An 
almost infinite range of tax adjustments is possible, and the method used, in 
all but the tax credit cases, is one of the simpler way of making cost estimates 
in a manner that would avoid notches or gaps within or between the tax and 
benefit systems. 

The present tax structure is based on the 1974 Federal Tax Schedule and 
assumes all provinces express their rate as 33 percent of the federal tax. The 
adjustment mechanism used to approximate the costs of coordinating tax and 
benefit systems assumes that the reduction rate in the benefit structure is 
carried above the earnings line until it intersects with the present tax schedule. 
Any taxes currently payable above the extended line are ‘‘refunded’’ (or taxes 
are reduced) to all affected taxpayers and the difference is shown as a pos- 
sible tax adjustment. While this method may not produce a desirable tax 
schedule, it provides a reasonable and comparable method of assessing the 
probable tax adjustment as between options. 

In the tax credit cases, tax rates of 333 or 37/2 percent are assumed to 
apply in all cases up to the point where similar rates would be found in a 1974 
“average” federal-provincial schedule. This implies either a 33’ percent rate 
with tax reductions up to $13,000 (for an average family of four) or a 37% 
percent rate with reductions up to about $15,000. To avoid any tax increases 
resulting from this simplified tax credit system, whenever these assumptions 
imply a tax schedule higher than the 1974 ‘average’, the difference is 
“refunded’”’ and added to the tax adjustment costs (this applies mainly to 
individuals and couples). 

Only in Option 6, the increased Family Allowances, do the estimates 
provide for increased tax collections as a reduction of gross costs. The full 
$700 per child allowances is assumed taxable in these cases. 

Finally, it should be emphasized that all figures shown are relevant for 
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1974. Structural changes in the tax system — for example, significant increases 
in tax thresholds (exemptions) — would reduce the costs of these options in 
respect of necessary further tax adjustments. 

d) Potential Cost Offsets 

The gross cost comparisons made in this section have been derived as if 
only private income, Family Allowances, and by implication Old Age Security, 
the Guaranteed Income Supplement and similar provicial programmes for the 
aged were available to maintain Canadian incomes. This is clearly not the 
case. As was shown in Part |, Section D above, a variety of income maintenance 
systems are in operation, and many subsidy programmes provide payments-in- 
kind equivalent to income. 

Obviously a general income maintenance programme would not simply 
be added on top of these existing expenditures. In some situations, the 
existence of these other schemes will make general support and/or supplement 
payments unnecessary. In other cases, the benefits of the other programme 
will be assessed as income and reduce the general programme benefits. In 
still others, the existence of a general maintenance system will suggest 
elimination or restructuring of the other programmes. Part II, Section C, above 
introduces the full range of such interrelationships. 

Present social assistance, except emergency needs and long-term special 
requirements, would likely be replaced to the extent that a new general 
maintenance system was equally generous. Based on the estimates presented 
in Table 4, page 30 this would suggest the possibility that perhaps $11 
billion of the gross cost of a new programme could be financed by direct 
programme replacement. The details of the assumptions and calculations 
used to allocate these offsetting funds among the various options is reported 
in Appendix C. In no case are the estimates intended to imply decisions or 
recommendations as to desirable programme interrelationships. Their purpose 
is to facilitate a comparison of the possible net costs of the support/supple- 
mentation options. 

The social insurances, manpower allowances, and various compensatory 
payments could probably be adjusted to the extent they contained support 
elements. The bulk of these payments would probably be treated as income 
by, or as alternatives to, the income support/supplementation programmes, 
and would reduce gross costs accordingly. It has been assumed that at most 
half of these other payments are received by individuals eligible for income 
support or supplementation; this is probably a conservative estimate. 

Subsidy elements in housing and other services, and certain treatment of 
students and other subsidized loans, could also lead to cost reduction in the 
general systems. The likely amounts in these programmes, and their relation- 
ship to the general maintenance programme, are impossible to assess at this 
stage. As a result, possible savings in these areas are not included in the 
estimates. 

e) Cost Comparisons 

Cost comparisons for the six options, and for various rate structures 
within each option, are presented in Table 9. To facilitate comparison, one 
particular net cost figure has been arbitrarily selected for the base. The net 
cost figure for Option 1, when there is Open Access and a 75 percent/37/2 
percent reduction rate structure, has been set equal to one hundred (100). 
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All other cost figures in Table 9 should be interpreted relative to this 
particular net cost figure. 
Examples 
(i) To compare the impact of changing the eligibility criteria, within any 
option | 
For: — Option 1 
— 75 percent/37' percent rate structure 
An eligible rule that included only the Over 30’s, rather than Open 
Access, should have a net cost equal to 88 percent of the Open Access 


net cost. 
(ii) To compare the net cost of different options. For: 

Case 17 Casez 

— Option 1 — Option 2 

— 75 percent/37'2 percent — 75 percent/37' percent 

rate structure rate structure 

— Open Access — Open Access to supplementation 
with the Over 30’s eligible for 
support 


The case 2 net costs should be 93 percent of the case 1 net costs. 
(iii) To compare the components of gross costs. 
For: — Option 1 
— Open Access 
— 75 percent/37'. percent rate structure 
The possible tax adjustment accounts for 31 percent of estimated 
gross cost (62/200). 

Such comparisons can be made both within and across all options. It 
must be remembered that a simple comparison of the possible costs is not 
adequate, however, since each option implies that different groups of people 
are excluded (and may need help from the “backup” system). In addition, 
these are only estimates of the impact cost and they do not anticipate any 
behaviour changes. 
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TABLE 9 


COMPARISONS OF BENEFITS, 
TAX ADJUSTMENTS AND COSTS* 


OPTION 1: COMBINED SUPPORT/SUPPLEMENTATION SYSTEM 


RATE STRUCTURE 
(i) (ii) (ii!) 


a) OPEN ACCESS 50°/o 100/33 3°/o 75/37 2°/o ELIGIBILITY 
1. Benefits 200 144 138 100°/o 
2. Possible Tax 

Adjustment 81 Ly 62 
3. GROSS COST 281 131 200 
4. Cost Offsets S126 an90 = 100 
5. NET COST 155 40 100 

b) OVER 30's 
1. Benefits 171 98 4 92°%/o 
2. Possible Tax 

Adjustment 81 ly 62 
3. GROSS COST 252 114 183 
4. Cost Offsets avo OG Ns. 


Senet COST ie: 26 88 


* Figures may not add due to rounding. 

1. Eligibility refers to the proportion of the population eligible to have their incomes 
tested and not to the proportion whose incomes are below the appropriate income 
thresholds and thus would actually receive benefits. 

2. Index Base. 
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TABLE 9 — (Cont’d) 


OPTION 2: INCOME SUPPLEMENTATION THROUGH TRANSFER PAYMENTS 


a) OPEN ACCESS RATE STRUCTURE 
SUPPLEMENTATION (i) 100/3313°/0 (ii) 75/37%2°/o ELIGIBILITY 
AND SUPPORT ee a eee a ee 7 eee 
TO OVER 30's 
1. Benefits 
Supplement 48 86 100°/o 
Support 55 45 92°/o 
2. Possible Tax 
Adjustment 17 62 
3. GROSS COST 119 193 
4. Cost Offsets — 90 ==100 
5, NET COST 29 93 


b) OPEN ACCESS 
SUPPLEMENTATION 


AND LIMITED 
ACCESS SUPPORT 
1. Benefits 
Supplement 48 86 100°/o 
Support 29 24 24°/o 
2. Possible Tax 
Adjustment ZA 62 
3. GROSS COST 93 171 
4. Cost Offsets aoe — 90 
5 NEL COST tz 81 


c) SUPPLEMENTATION 


TO OVER 30’s 
AND LIMITED 
ACCESS SUBPORT 
1. Benefits 
Supplement 43 76 92° 
Support 29 24 24°/o 
2. Possible Tax 
Adjustment a7 62 
3. GROSS COST. , 88 162 
4. Cost Offsets = 79 — 86 
5S NEMCOSsT 10 76 
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TABLE 9 — (Cont’d) 


OPTION 3: INCOME SUPPLEMENTATION THROUGH REFUNDABLE TAX 


CREO uS 


a) OPEN ACCESS 
SUPPLEMENTATION 
AND SUPPORT 
TO-OVER 30's 
1. Benefits 

Credit Paid Out 
Support 
2. Tax Loss from 
Conversion 
BGROSS COST 
4. Costs Offsets 


Same COST 


b) OPEN ACCESS 
SUPPLEMENTATION 
AND LIMITED 
ACCESS SUPPORT 
1. Benefits 
Credit Paid Out 
Support 

2. Tax Loss from 
Conversion 

3. GROSS COST 

4. Cost Offsets 

SN rae OS |. 


c) SUPPLEMENTATION 
TO OVER 30’s AND 
LIMITED ACCESS 
SUPPORT®) 

1. Benefits 
Credit Paid Out 
Support 

2. Tax Loss from 
Conversion 

3. GROSS COST 

4. Cost Offsets 

5. NET COST 


alle sai ule iia ligs 


(i) 100/331/3°/o 


43 
29 


19 
90 
=79 
me 


(ii) 75/37 %2°/o 


81 
24 


71 
174 
— 86 
88 


ELIGIBILITY 


100°/o 
92°/o 


100°/o 
24°/o 


92°/o 
24°/o 


3. This estimate implies that those under 30, physically able and without children 
would be unable to cash their tax credits. 
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TABLE 9 — (Cont'd) 


OPTION 4: INCOME-TESTED CHILD ALLOWANCE 


a) SUPPLEMENTATION 
TO ALL WITH 
CHILDREN™ 
AND OPEN ACCESS 
SUPPORT 


1. Benefits 
Supplement 
Support 


2. Possible Tax 
Adjustment 
34GROSS'COST 
4. Cost Offsets 
SeNEd COs) 


b) SUPPLEMENTATION 
TO ALL WITH 
CHILDREN AND 
SWIPPOORT TO) 

OVER 30's 


1. Benefits 
Supplement 
Support 


2. Possible Tax 
Adjustment 


3. GROSS COST 
4. Cost Offsets 
5. NET COST 


RATE STRUCTURE 


(i) 100/33 13°/o 


(ii) 75/37 %2°/o 


38 
83 


67 
188 
—81 
107 


ELIGIBILITY 


79°/o 
100°/o 


79°/o 
92°/o 


4. Seventy-nine percent of the OPEN ACCESS population are in families with children 


and are thus eligible for supplementation in the child related options. 
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TABLE 9 — (Cont’d) 


OPTION 4: INCOME-TESTED CHILD ALLOWANCE — (Cont'd) 


c) SUPPLEMENTATION RATE SERUCTURE 


TO ALL WITH (i) 100/33Y3°/o (ii) 75/37 %2°/o ELIGIBILITY 
CHILDREN AND se aes eC eee 


LIMITED IACGEESS 


SUEPORT 
1. Benefits 
Supplement 33 38 79°/o 
Support 38 43 24°/o 
2. Possible Tax 
Adjustment 52 67 
By GROSS COST. 124 148 
4. Cost Offsets aalio V/ rad, 
5; NET COST 67 90 
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TABLE 9 — (Cont’d) 


OPTION 5: REFUNDABLE CHILD TAX CREDITS 


a) SUPPLEMENTATION 


b) 


TO ALL WITH 

CHILDREN AND 

OPEN ACCESS 

SUPPORT 

1. Benefits 
Credits 
Support 

2. Tax Loss from 
Conversion 


3. GROSS COST 
4. Cost Offsets 
5. NET COST 


SUPPLEMENTATION 
TO ALL WITH 
CHILDREN AND 
SUPPORT TO 

OVER 30's 


1. Benefits 
Credits 
Support 


2. Tax Lossifrom 
Conversion 


3. GROSS COST 
4. Cost Offsets 
5. NET COST 


c) SUPPLEMENTATION 


90 


TO. ALL WITH 

CHILDREN AND 

LIMITED ACCESS 

SUPPORT 

1. Benefits 
Credits 
Support 

2. Tax Loss from 
Conversion 

3. GROSS COST 

4. Cost Offsets 


S NEP EOST 


(i) 100/333°/o 


RATE STRUCTURE 


36 43 
86 102 
62 83 
183 229 

—81 —81 

102 148 
36 43 
69 81 
62 83 

167 207 

—81 —81 
86 126 
36 43 
36 40 
62 83 

133 167 

—57 —57 
76 110 


(ii) 75/37/2°/o 


ELIGIBILITY 


79°/o 
100°/o 


79°/o 
92°/o 


79°/o 
24°/o 


TABLE 9 — (Cont’d) 


OPTION 6: INCREASED FAMILY ALLOWANCES (DEMOGRANTS) 


a) SUPPLEMENTATION RAE OT RUGTURE 


TOPALE NY TH 
CHILDREN AND 
FEN ACCESS 


(i) 100°/o (ii) 75°/o ELIGIBILITY 


SUPPORT 
1. Benefits 
Increased Allowance 162 162 79°/o 
Support 88 105 100°/o 
2. Net Tax 
Recoveries” eae —45 
Be GROSS:GCOST 202 22: 
4. Cost Offsets =o — Gi 
SNE COST Al 140 
b) SUPPLEMENTATION 
TO ALL WITH 
CHILDREN AND 
SUPPORT TO 
OVER230'S 
1. Benefits 
Increased Allowance 162 162 79°/o 
Support 71 83 92°/o 
2. Net Tax 
Recoveries cee} = 45 
Betaho> COST 186 200 
4. Cost Offsets — 81 — oI 
Som COST 105 119 


5. Tax recoveries from 
negative entry. 


the “gross cost’ far exceed the tax adjustment costs, thus a 
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TABLE 9 — (Cont’d) 


OPTION 6: INCREASED FAMILY ALLOWANCES (DEMOGRANTS) — (Cont'd) 


c) SUPPLEMENTATION RATE STRUCTURE 
TO ALL WITH (i) 100%/o (ii) 75°%o ELIGIBILITY 
CHILDREN AND ———— —— ————— 
LIMITED ACCESS 
SUPPORT 
1. Benefits 
Increased Allowance 162 162 79°/o 
Support 38 43 24°7/o 
2. Net Tax 
Recoveries —48 mts ts 
3. GROSS COST 152 160 
4. Cost Offsets — 7, — 57 
BNET COSI 95 hOZ 
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V. Conclusions: Next Steps for Policy Research and Evaluation 


The Working Party on Income Maintenance had, in February, 1974, put 
forward three families of approaches and asked that a choice be made among 
them. This Report has outlined the options possible within the chosen family 
and asks for a further choice among them. The development of any major new 
programme to the stage where its operational characteristics can be defined 
and assessed is a major and difficult task. The Working Party does not feel this 
can be accomplished for all six options before the intended date for comple- 
tion of the Review. ; 

The descriptions, analysis and first-pass financial evaluation presented in 
this Report should provide a basis for the narrowing of options. The Working 
Party had originally intended to evaluate the options against a series of non- 
financial criteria as well. On examination, these proved to be largely a function 
either of benefit level, eligibility rules or method of administration, at least as 
far as they could be articulated at this stage. These non-financial issues are 
reviewed briefly in Appendix A to this Report. Further evaluation of those 
dimensions should be possible — and will be attempted — in the next stage 
of the Review. 

Questions of administration, finance and jurisdiction will also become 
increasingly important as the Review progresses. That discussion is introduced 
below, via a summary of the administrative possibilities implicit in the major 
support/supplementation options. The Report then concludes with an outline 
of the next steps required in the Income Maintenance sector of the Social 
Security Review. 


A. ADMINISTRATIVE POSSIBILITIES FOR THE OPTIONS 


The administration of the options is outlined here in the context of the 
system’s delivery mechanisms. It is not the intention, implied or otherwise, 
to forecast the attachment of financing responsibilities to the administering 
agencies or levels of government. The object of this section is to consider 
which aspects of the various options lend themselves to a particular form of 
administration, independent of such financial considerations. In all cases it is 
assumed that any additional ‘‘“emergency” or “special needs’’ assistance would 
continue to be administered by the existing provincial (or municipal) agencies. 
This assumption is considered valid due to the ‘‘needs-tested’’ nature of such 
benefits. 


Option 1: Combined Support/Supplementation System 


This option could be administered solely by the provincial authorities (as 
is currently the case with social assistance) or solely by the federal authorities 
(as with GIS). Since the option does not differentiate according to eligibility 
and benefit levels, different administrations could lead to inequities between 
different groups of beneficiaries. Thus, a single administration seems appro- 
priate and desirable. However, if part of the benefit were to be delivered with 
simple accounting and income definition rules (through the tax system, for 
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example), while additional support was delivered via another technique 
(perhaps with more comprehensive income rules), then divided administration 
becomes feasible. 


Option 2: Income Supplementation Through Transfer Payments 


While either the supplementation or support system could be adminis- 
tered (in principle) by either the federal or the provincial authorities, it would 
be reasonable for the provinces to administer at least the support system, since 
they have already developed administrative machinery for the relevant target 
groups and could adapt that machinery to deliver income-tested support. This 
would be especially true if eligibility for full support were dependent upon 
“employment” or “employability” criteria that required direct contact with the 
recipient. 

If all recipients of support payments were also receiving supplementation 
benefits under another income-tested programme (using the same or similar 
income and support unit definitions and accounting systems), it would in all 
probability be more efficient for both parts to be administered by the same 
agency. However, if the supplementation benefit were administered with sim- 
pler income definitions, etc., because of the larger group covered, a separate 
administration by a different level of government would be possible. 


Option 3: Income Supplementation Through Refundable Tax Credit 


As with the other options the support system would probably be best 
administered via reformed provincial programmes. Since the supplementation 
programme would be, however, an integral part of the personal income tax 
system, it could be administered under federal jurisdiction and using federal 
tax machinery (or both federal and provincial machinery in the case of Que- 
bec). The employer could deliver the credit for those employed, while UIC 
could perform that function for those receiving unemployment insurance. For 
those receiving neither employment income nor unemployment insurance, the 
credit could either be delivered via a special branch of the income tax agency 
(which might also deliver supplementation to the self-employed, if eligible) or 
by the provincial agency that administered the support payment. 


Option 4: Income-Tested Child Allowances 


The arguments as to which agency should administer the allowances of 
this system are not as clear cut as those under the other options. The provincial 
authorities would seem to have a comparative advantage in that they would 
likely be administering support payments under an equivalent set of proce- 
dures and definitions. On the other hand, this option is in a sense an ‘‘exten- 
sion’ of Family Allowances and as such might lend itself to administration by 
the same federal agency as current Family Allowances (in a manner similar to 
the Guaranteed Income Supplement). 
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Option 5: Child Tax Credits 


The arguments concerning federal administration of the credits in this 
option are identical to those of option 3 above. 


Option 6: Increased Family Allowances 


The increased Family Allowances in this option would most naturally be 
administered by the existing federal agency, with the precise configuration of 
allowances subject to federal/provincial agreement as at present. It is rec- 
ognized, however, that provincial participation in this option could take the 
form of separate provincial allowance payments machinery. 


BIN EXT:STEPS 


Up to this point in the Review, most work on the income maintenance 
front has been towards describing the general characteristics of and most ob- 
vious differences between the various options, and on providing cost estimates 
(for comparative purposes alone) based only on the overall design of these 
options. As the Review continues, not only must the existing analysis of the 
major design elements be refined and expanded but considerably more effort 
must be expended on a variety of aspects that have not been given detailed 
consideration, thus far. In this latter category fall such areas as the public 
acceptability of each remaining option, its administrative structure and feasi- 
bility, and the questions of finance and jurisdiction which become answerable 
as specific proposals are analyzed. While these may not fall directly within the 
jurisdiction of the Working Party per se, the subsequent evaluative work that 
the Working Party would pursue in any case will naturally relate closely to 
such concerns and will have to take them increasingly into account. 


1. Continued Evaluation of Support/Supplementation Options 


As has been pointed out throughout this Report, much additional evalua- 
tion of the remaining (‘surviving’) support/supplementation options will be 
required. On the financial side, this will involve refining the existing estimates 
and generating new estimates under different assumptions (concerning such 
matters as tax treatments, for example) and analyzing the incidence of benefits 
received and taxes saved by family type and income level. Only then will de- 
finitive statements be possible regarding the effectiveness and efficiency by 
which the detailed programme options would affect the basic income main- 
tenance objectives. Further estimates and analysis may make use of more re- 
fined data and should incorporate more operational definitions of the support 
unit and the income base. The experience and assistance of tax authorities will 
be vital to our success in this latter area. 

As for administrative questions, such factors as potential take-up rates and 
administrative costs require exploration. The latter, of course, must be pre- 
ceded by a detailed specification of the administrative machinery for each 
remaining option. 
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For evaluation on the basis of non-financial criteria (as outlined in Appen- 
dix A), measures might be developed which identify such factors as the degree 
of incentive and the degree of stigma. Perhaps no definitive statement can be 
made about how recipients might react to particular sets of incentives, but an 
index might be developed on theoretical and judgemental grounds which 
would give some indication of the probable direction of such reactions. 


2. Interrelationship with Social Insurance and Other Related Programmes 


The role of social insurance in the overall income maintenance system 
must be analyzed in terms of each remaining option. Although it is true that 
social insurance programmes are generally directed at a broad population, 
while support/supplementation is aimed at only a sub-section of that popula- 
tion (i.e. those at the lower end of the income scale), considerable overlap now 
exists between major programmes; this phenomenon would increase substan- 
tially under the adoption of any general support/supplementation scheme. The 
issues were raised in some detail in Part //, Section C; work on these interrela- 
tionships can become more definitive and will intensify, as a result of the 
successful narrowing down of present options. 

The nature of the interrelationships between support/supplementation 
and such income-in-kind programmes as public housing and subsidized day- 
care facilities warrants considerable care and attention. Again, Section C of 
Part I] reviewed the issues in some detail. Work in this area must not only con- 
cern itself with specifics, such as the alternative stacking procedures available, 
but also with the overall concepts of a social security system. For these efforts 
to bear fruit, considerable liaison with the Working Party on Social Services and 
federal and provincial housing authorities will be required. 
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NON-FINANCIAL CRITERIA FOR THE EVALUATION 
OF SUPPORT/SUPPLEMENTATION OPTIONS 


SUMMARY 


In any evaluation of the various options, a distinction must be made be- 
tween those factors that result purely from the chosen parameter values and 
those that are inherent in the basic approach. Obviously almost any system 
can be made more desirable than another merely by establishing different 
benefit structures. Given that the system must be constrained to an acceptable 
level of cost, the main factors which depend upon the choice of benefit levels 
and reduction rates are: 

1. The incentive to become employed, 

2. The incentive to increase earnings once employed, 

3. The income replacement potential. 

These factors depend both upon the reduction rate of the programme and 
on the maximum available benefit. 

Within the second category — concerned with criteria unrelated to the 
benefit structure — the main areas of concern are: 

4. The degree of stigma, 

5. The degree of simplicity for the beneficiary, 

6. The total cost required for administration. 

The degree of stigma will be a function both of the way in which the pro- 
gramme is administered and the degree of universality of coverage. Simplicity 
for the beneficiary will vary according to the number of programme para- 
meters in the system as a whole, and on the amount and frequency of reporting 
necessary to receive benefits. The proportion of expenditures for administra- 
tion will depend both upon the method and frequency of reporting and on 
the degree to which existing agencies and structures can be used to deliver 
benefits. 

Some of these factors will, in turn, act to affect the financial cost of the 
programme. The greater the incentive the greater will earned income be and 
the less the costs of supplementation. Similarly, if the degree of stigma is small 
and the receipt of benefits “automatic” (as with credits and demogrants), both 
the “take-up” rate and the costs of the programme will be greater. 

These six factors, then, are related to total programme costs, but are, 
nevertheless, conceptually separable from pure cost considerations. In princi- 
ple, for example, alternative reduction rates — and thus different incentive 
effects — are consistent with the same total cost, providing of course some 
other parameters are permitted to change. These factors are further expanded 
upon below. 


1. The Incentive to Become Employed 


The incentive to become employed is a function of both the programme 
reduction rate and the maximum benefit available. Assuming that the act of 
taking a job will not put the recipient’s income above the breakeven level of 
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the programme, then the greater the reduction rate the less the incentive and 
the greater the support level the less the incentive. Consequently, of two pro- 
grammes having the same reduction rate, the one with the lower support level 
will have the greater incentive; similarly, for a given support level, the one with 
the lower reduction rate will have the greater incentive. However, if the pro- 
gramme with the higher support level also has the lower reduction rate, then 
the judgement concerning incentives cannot be made on a priori basis. 

On an ex ante basis, an index could be constructed to give an indication 
of the relative degree of incentive to become employed under the various op- 
tions. Whether or not the labour force reacts accordingly on an ex post basis, 
however, must be left to empirical verification. This index is the ratio of total 
income at some positive level of earnings (determined by the wage rate and the 
number of hours worked) and total income at zero earnings. The greater this 
ratio, the greater the (ex ante) incentive to become employed. In many cases, 
there will be a minimum number of hours required for a particular job on a 
weekly or monthly basis. On an annual basis, however, the number of hours 
can be varied by changing jobs or by leaving the labour force (or becoming 
unemployed) for a period of time. 


2. The Incentive to Increase Earnings 


As with the incentive to obtain employment, the ex ante incentive to in- 
crease earnings is a function of the support level and the reduction rate and 
can be represented either by the ratio of total income at one level of earnings 
to that at a higher level of earnings, or by the reduction rate on earnings over 
the applicable range. On an a priori basis, which of these would be the more 
accurate representation of that incentive cannot be determined. 


3. The Income Replacement Potential 


The income replacement potential is measured as the ratio of total in- 
comes received at two different levels of earnings and can be thought of as a 
measure of the effectiveness of the programme in protecting incomes against 
unexpected declines in earnings. As earnings fall, the replacement potential is 
the ratio of total income at the lower earnings level to that at the higher level 
of earnings. The closer to unity is this ratio, the greater the replacement poten- 
tial. When the ratio is one, all income has been replaced. It should be empha- 
sized, however, that while a high replacement potential may be a desirable 
characteristic in terms of the income security of recipients, it necessarily is un- 
desirable in terms of incentives. If the replacement ratio is unity as earnings 
fall from a higher to a lower level, then the effective tax rate that one faces 
when the original earnings opportunity reappears is, by definition, 100 percent. 


4. The Degree of Stigma 


In general, the broader the coverage of a programme the less will be the 
stigma attached to receiving benefits from it. For example, while there is no 
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social stigma currently attached to Family Allowances, this would probably not 
be the case if they were restricted to a particular sub-set of the population on 
the basis of such criteria as “need” or “income”. Furthermore, the type of test 
to which the family is subjected before benefits are determined may also be 
taken as a measure of the stigma involved. In this light, then, all the options in 
the Report would be less stigmatizing than current social assistance if they 
were income-tested rather than needs-tested, and the child demogrant system 
would be the least stigmatizing of all since eligibility would be determined by a 
demographic characteristic rather than a test of financial resources. 

While recipients of support benefits would tend to feel more stigmatized 
if eligibility for that programme were more restrictive than for supplementation, 
it is probable that extending benefits to the “working poor” would tend to 
reduce the stigma attached to all forms of social aid, be they income-tested or 
needs-tested, on the grounds that the “experience” would be shared by a 
larger proportion of society. This argument would also weigh in favour of those 
options delivered via the income tax mechanism since the benefits would be 
more automatically received, without a special application to an unfamiliar 
agency. 


5. The Degree of Simplicity for the Beneficiary 


The degree of simplicity of the system as a whole will depend on the 
number of separate programmes in the system, the number of different admin- 
istrative offices the beneficiary must visit, and how benefits are determined 
within each programme. The more automatic the receipt of benefits (as with 
tax credits and demogrants) the greater the simplicity for the beneficiary. 


6. Administrative Costs 


The total cost going to administration will depend upon the degree to 
which existing agencies can be used to deliver the benefits and what cost 
savings can be realized by combining the functions of two or more operating 
agencies. 
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PROGRAMME DESIGN CHARACTERISTICS 
ASSUMED IN THE COST ESTIMATING MODEL 


1. Introduction 


The programme design characteristics assumed in the cost estimating 
model were chosen for the sole purpose of pfesenting the order of magnitude 
costs associated with the various support/supplementation options outlined 
earlier in this Report. These choices should not be interpreted as proposals for 
the various support/supplementation options; in fact, most of the design char- 
acteristics assumed in the model are not chosen but are dictated by the 
limited information available in the Survey of Consumer Finances. For the same 
reason, certain design characteristics which would be desirable in programme 
design terms cannot be estimated in the model. 

This Appendix describes further the following design characteristics: 

Il. THE DATA BASE 
Il. ELIGIBILITY CRITERIA 

Il. INCOME DEFINITION 

IV. SUPPORT UNIT DEFINITION 

V. ACCOUNTING SYSTEM, AND 

VI. BENEFIT STRUCTURES 
used in cost estimating and the effects of other choices of design characteris- 
tics on the cost estimates; it also describes the income tax adjustment proce- 
dures used. 

|. UNDER INCOME-TESTED SUPPLEMENTATION OPTIONS 
Il. UNDER TAX CREDIT SUPPLEMENTATION OPTIONS. 


2. Design Characteristics 


qo otreE DATA BASE 

The data base used in the estimates consists of two income distributions 
by family size — one distribution for two-parent families and the other for 
single-parent families and unattached individuals. The model computes the 
amount of support/supplementation benefits and the amount of income tax 
for each income group and family size classification on the basis of given 
support/supplementation structures and income tax schedules. 

The income distributions were originally selected from a 1971 sample of 
census families obtained from Statistics Canada’s Survey of Consumer Finan- 
ces (SCF). The 1971 distributions were then projected to reflect 1974 circum- 
stances by inflating incomes (at 8 percent annually) and the population (at 
rates based on past family size growth trends). 

Since many structural changes have been made to various government 
transfer programmes since 1971, all incomes from government sources have 
been excluded from the income distributions. (The effect of this exclusion on 
cost estimates is discussed in the Section on Income Definition below). 
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At this stage, two factors influence the reliability of any cost estimating 
procedure using this data base: 
a) The reliability of the 1971 SCF sample results (see the reconciliation 
with National Accounts in Table 1). 
b) The assumption on income and population growth between 1971 and 
1974. 
Although the model can introduce various assumptions on growth patterns, 
it cannot adjust for sampling and non-sampling errors in the 1971 SCF results. 
It is also important to note that, while attention has been given to the incen- 
tive effects which may be implied by choices of design characteristics (i.e. the 
effects of the reduction rate on work incentives), the model does not account 
for behavioural changes that might result from the implementation of a 
support/supplementation programme. 


1. ELIGIBIELTY 


There are three sets of income distributions presently available as input to 
the model with each set reflecting different eligibility criteria. They are de- 
scribed in order of decreasing size of the eligible population: 

E1 — All Young Family Units (YFU’s) — all families (including unattached 
individuals) with all adults under the age of 65. This group is in- 
tended to include all possible support units. 

E2 — All YFU’s except those where: 

a) there are no children, and 

b) head is under 30 years, and 

c) head is not disabled. 

The exclusion of students, strikers and “healthy young people 
generally” is frequently suggested. These conditions seek to ap- 
proximate such rules. It leaves 81 percent of support units and 92 
percent of the population eligible for income testing. 

£3 ALY EUs with: 

a) head aged 60 years or over, or 

b) head disabled, or 

c) single parent with children under 6 years, or 

d) head aged 45 or over with two or more children under 18 years. 
These conditions seek to simulate the stricter sort of current social 
assistance rules and probably provide a minimum estimate in that 
sense. In common terms it includes those who “really need help”. 
Twenty percent of support units and 24 percent of the population 
are included. An estimate based on a 100 percent reduction rate for 
this distribution shows a cost equal to about 80-85 percent of cur- 
rent Canada Assistance Plan general assistance payments. In other 
words, this population approximates the cost of current general 
assistance, if special needs are excluded. 
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RECONCILIATION OF TOTALS OBTAINED 
FROM 1971 SURVEY OF CONSUMER FINANCE 
WITH NATIONAL ACCOUNT DATA 


oh 


ACCOUNTS — (NA-SCF) 


(millions of dollars) 


Wages and Salaries $48,715 $48,504 
Military Pay and 

Allowances 41 

Non-Farm Income 

from Self-Employment 1,884 4,057 
Farm Income 898 AL O3 
Roomers and Boarders 81 42 


Interest Dividends 
and Miscellaneous 


Investment Income 15593 4,061 
Family Allowances 657 694 
OAS/GIS | 1,962 2,114 
CPP/QPP 159 157 
UIC 378 941 
Social Assistance 590 616 
Other Government 

Transfers 283 1,191 
Retirement Pensions 992 823?) 
Other Income 461 

Taxes Paid 8,844 10,097 
Total (Excluding Taxes) $58,694 $64,303 


eal 
—41 


aa WA 
205 
mass, 


2,468 
37 
152 
ae 
563 
26 


908 
es) 
— 461 
1253 

$5,609 
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NATIONAL DIFFERENCE SCF x 100 


NA 


100.4 


1. The Survey of Consumer Finances excludes those whose major source of income is 
military pay and allowances. The National Accounts have been adjusted to subtract 


$908,000,000 for this category. 


2. National Accounts does not include trusteed pension plan payments. Pensions to 
government employees have been taken out of government transfers. This figure is 


comprised of: 
Trusteed pension plans 


— cash withdrawals ike) 
— payments from funds 482 
Pensions to government employees 226 

823 
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Effects on Cost Estimates: 


1. None of the income distributions used in the model include families with 
adults 65 years or over. This exclusion was made on the assumption that 
most of these families would be eligible for OAS/GIS benefits and the 
amount of these benefits would presumably be sufficient to make them in- 
eligible for support/supplementation benefits. There are, however, two 
groups of families with members 65 years of age or older who could be 
eligible for support/supplementation benefits under most support/supple- 
mentation options described in this Report: 

a) those who are ineligible for OAS/GIS benefits (usually on account of the 
residence criteria). In June 1972, this was slightly less than 1 percent of the 
population 65 or over; and 

b) those families with children under 18 years of age and for whom OAS/GIS 
benefits would be insufficient (0.6 percent of all children are in such 
families). 

The exclusion of families with adults 65 years and over in the model would 

tend to underestimate costs. 

2. Actual programme designs may well include eligibility criteria that are 
neither discrete nor fully objective — e.g. some variant of an employability 
test. Relevant data are not contained in the 1971 SCF sample, so the use of 
“‘nroxies” was necessary for current estimation purposes. Thus, the three 
populations described above representing about 100, 92 and 24 percent of 
the population respectively, are used to yield a range of cost approxima- 
tions. The accuracy of the cost estimates are dependent upon the accuracy 
of these approximations, in terms of their similarity to actual eligibility rule 
proposals. | 

3. There are no data on assets available from the 1971 SCF sample results and 
therefore assets cannot be used as an eligibility criterion in the model. When- 
ever an asset limitation is proposed as an eligibility criterion for a support/ 
supplementation option, programme costs would tend to be overestimated 
in this presentation. 


III. INCOME DEFINITION: 


All incomes from government sources (except wages and salaries and 
employee pensions) are excluded from the income base used. More specifical- 
ly, the normal-income base used consists of the following sources: 

a) Wages and Salaries 

b) Military Pay and Allowances 

c) Self-employment income; farm and non-farm 

d) Income from Roomers and Boarders 

e) Investment income 

f) Retirement Pensions (excluding CPP/QPP) 

g) Other money income 
Although Family Allowances are excluded from the income base, the model 
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computes Family Allowances and includes them when computing support/ 
supplementation benefits and income taxes. 


Effects on Cost Estimates 


With the exception of Family Allowances, no government transfers are 
included when computing support/supplementation benefits and income taxes 
in the model. Under all support/supplementation options, income from 
government sources such as CPP/QPP, UIC, Manpower Training Allowances, 
etc. would be included in the income base and in many cases would fully 
offset support/supplementation benefits (i.e. taxed at 100 percent). Other 
sources of income which may be included in the income base for the support/ 
supplementation options and which are not included for the model are: 
imputed income from assets, gifts, inheritances, income-in-kind, etc. 

The exclusion of income sources in the cost estimating model implies a 
substantial overestimate of support/supplementation programme costs, and, 
therefore, cost estimates generated by the model should be adjusted to 
account for excluded income sources. 


IV. SUPPORT UNIT DEFINITION 


The 1971 SCF sample results were compiled for Census families defined 
as: unattached individuals or married couples or married couples and all 
unmarried children living at home or single-parents and all unmarried children 
living at home. The income distributions extracted from these sample results and 
used as input for the model therefore refer to Census families. However, the 
proportion of children over 18 years within each income group and family 
size classification is known; using these proportions, the model assigns adult 
support levels and income tax exemptions to children 18 years or over. In 
effect, then, support levels and income tax exemptions are assigned on a 
basis equivalent to a nuclear family defined as: adults (18 years or over) or 
married couples or married couples and all unmarried children under 18 years 
living at home or single-parents and all unmarried children under 18 years 
living at home. Also, in single-parent families, the first child (under 18 years) 
is assigned an adult support level and tax exemption. This treatment is similar 
to the current income tax practice of granting the first child in a single-parent 
family the married exemption. 


Effects on Cost Estimates 


Although the Census family data has been adjusted to provide children 
18 years or over with adult benefits, the estimates have still been done 
essentially on a Census family basis. If the nuclear family rule were selected 
as the appropriate one for support/supplementation, then the cost estimates 
prepared using the “modified’’ census family data would probably under- 
estimate programme costs. Underestimation of costs occurs, for example, 
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when a (Census) family has a child 18 years or over who has sufficient income 
to make the family ineligible for support/supplementation benefits, while the 
nuclear family (excluding the adult child) would be eligible for support/ 
supplementation benefits on the basis of nuclear family income. 


V. ACCOUNTING SYSTEM 


Support/supplementation benefits and income taxes are computed on 
the basis of annual incomes. 


Effects on Cost Estimates 


Under most support/supplementation options described earlier, the ac- 
counting period (over which income is counted and benefits assigned) will be 
short, e.g. monthly. In some programmes, e.g. the supplementation portion of 
the Tax Credit option, there will be an annual reconciliation while in others 
there may not be such a reconciliation (e.g. in the support programmes). 

For those programmes in which there is an annual reconciliation, cost 
estimates should be unbiased. If there is no annual reconciliation and benefits 
are paid on the basis of a short accounting period, the model could tend to 
underestimate programme costs substantially. If there were a constant (or 
nearly constant) effective marginal tax rate over a wide supplementation/tax 
income range, the underestimates for the supplementation costs could be 
negligible. It is the costs of support, then, where annual reconciliation or 
recoveries is less likely to occur, that are likely to be underestimated. The 
extent of the underestimation will depend primarily on the degree to which 
people receiving income support have erratic income flows throughout the 
year. 


VI. BENEFIT STRUCTURES 


For comparative purposes, benefit structures which implied a support 
level of $4,800 for a family of four were used. For a complete description of 
the benefit structures used for each support/supplementation option, refer to 
pages 75 to 80 in the text. 


3. Income Tax Adjustments Procedures 


The income support/supplementation options described in this Report 
would in many cases make payments to families required to pay income tax 
under 1974 tax laws. While there will probably always be minor elements of 
overlap between the tax and benefit systems, it is probable that any reformed 
system would seek to adjust for any major overlap. In practice this result may 
be achieved by rebating income taxes paid by support/ supplementation 
beneficiaries, by adjusting benefit payments to cover probable tax liabilities, 
or directly by adjusting the present tax structure. It should be noted that 
estimates of tax adjustments contained in this Report are based on adjusting 
the present tax structure. Therefore, al/ families would be subject to the 
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adjusted tax structure although the eligibility criteria might restrict entry to 
the support/supplementation programme to only a proportion of the 
population. 

It must be emphasized again that the tax structures which are implicit in 
the tax adjustment procedures, described below, are not intended as proposals 
for tax change; their sole purpose is to illustrate the probable tax shift involved 
in “harmonizing” the support/supplementation system and the tax system. 


Il. UNDER INCOME-TESTED SUPPLEMENTATION OPTIONS 


For all support/supplementation options, except the Tax Credit ones, the 
tax adjustment procedure is as follows: the support/supplementation schedule 
is “driven-up’’ at the support/supplementation programme rate from the 
(higher) exemption levels implied by the support/supplementation programme 
until they intersect with the present tax schedule. Incomes greater than the 
intersection level are taxed according to the present tax schedule and incomes 
less than the intersection level are taxed at the support/supplementation 
programme rate. If there is no point of intersection (because of large dif- 
ferences between the support/supplementation implied and present exemp- 
tion levels) all incomes above the implied exemption levels are taxed at the 
support/supplementation programme rate. The following diagram compares 
the present tax schedule with the revised schedule after tax adjustments using 
this procedure. 
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E;, E2, E; — Present Exemption Levels. 
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Il. UNDER TAX CREDIT SUPPLEMENTATION OPTIONS 


For the Tax Credit options, personal exemptions are replaced with tax 
credits and a potential liability is computed on all net income. If only child 
exemptions are replaced, as is the case under one support/supplementation 
programme option, the potential tax liability is computed on all net income 
less adult exemptions. If tax credits are greater than potential tax liabilities, 
the difference would be paid as supplementation benefits; if tax credits are 
less than potential tax liabilities then (net) taxes would be payable. 
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To determine the potential tax liability, a proportional tax rate is applied 
over a wide (lower) range of net incomes with higher (marginal) rates applied 
over the higher net income ranges. The following table gives a tax rate struc- 
ture for computing the potential tax liability in a tax credit system for which 
there is a constant Federal tax rate of 25 percent (or an average Federal and 
Provincial rate of 333 percent) up to the same level of net income (family 
allowances excluded) at which, under the present tax schedule, taxes for a 
family of four are assessed at a greater marginal rate. From this level onwards, 
the tax-rate structure is the same as the present structure. The credits used in 
this illustration are $661 per adult and $192 per child (excluding family 
allowances). This corresponds to the 100 percent/33'/3 percent structure shown. 
Amounts for the 75 percent/37¥% percent structure would be correspondingly 
higher. 

Tax credits are deducted from the potential tax liability to arrive at a 
“basic” tax. If this basic tax is negative, then supplementation benefits are 
payable; if the basic tax is positive then net taxes payable are computed as 
follows: the basic tax is divided into federal and provincial portions and a 5 
percent reduction (minimum $100 and maximum $500) is applied to the 
federal portion. The net taxes payable is the sum of the reduced federal tax 
and the provincial (portion of the basic) tax. The following table illustrates the 
net benefit/ tax liability schedule for a four-person family under the above 
assumptions on tax rates and tax credits in comparison with present taxes. 
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TABLE Il 


ILLUSTRATIVE NET BENEFIT/TAX SCHEDULE 
(Four-Person Family) 


Potential- Net 


Net Income Marginal Gross Credit (—) Cent 
Tax Rate Tax 
(excl FA) enero Fed & Prov /Tax Liability? 
Liability’ Liability (+)? y 
°/o 
bard 33.22 oer G1 7,06 $ 0 
3,458 Sie wal 1,149 pestle O 
4,000 33:22 beep Ae) ae 3/7. Jig 
8,000 33:22 PA O18, 852 1,040 
12,000 35.22 3,986 2,180 227 
3,052 35.86 4/336 D530 DeOAG 
15,184 41.19 510d 3267 eyele re) 
18,382 46.51 6,418 4,535 4,621 
29,042 b 1732 1376 9,306 9,393 
45,032 57.14 19,662 17,456 17,546 
67,418 62.45 ora NS Ye) 30,247 BO 337 


1. Before tax credits are applied to tax liabilities and before the 5 percent Federal 
tax reduction. 
2. Including the 5 percent Federal tax reduction (minimum $100 and maximum $500). 
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The tax credit system specified above closely approximates the “‘average” 
Federal and Provincial tax schedule for four-person families above the 
proportional rate. There are small tax decreases for four-person families and 
larger decreases as family size increases. For family sizes less than four, there 
would be small tax decreases over the very low income ranges (in the range 
where the proportional rate applies) and tax increases over the higher income 
ranges (see Figure II). 

This very simple tax credit system implies substantial tax increases for 
certain groups. This need not be the case in any actual tax credit developed. 
In order to avoid a complex tax credit estimating structure, our estimates 
have assumed that when taxes are higher, those taxpayers involved would have 
the choice of the present or revised tax schedule. This effectively adds the 
difference to the cost of the option. 


Effects on Cost Estimates 


It is assumed that the tax-filing unit rules for income tax purposes would 
be the same as the current rules, that is, individuals and dependents with 
incomes less than specified levels. By assuming only one tax-filer per family, 
the model tends to overestimate income taxes for any given assumptions 
about exemptions and tax schedules. In addition, there are various taxable 
income sources (e.g. UIC, CPP, capital gains) and some allowable deductions 
(e.g. contributions to private retirement savings plans) which are not accounted 
for in the model. The net effect of these exclusions are not easily determinable. 

It should be noted that the main purpose of the model is to compute 
estimates of benefits costs for various support/supplementation options and 
the problem of computing income taxes is of secondary importance at this 
stage. The methods of adjustments used were designed to demonstrate the 
possible cost of adjustment, not to suggest a specific method of coordinating 
the two systems. As options are further developed more administratively 
feasible tax system adjustments will need to be developed and assessed. 
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PROGRAMME OFFSETS USED IN 
ASSESSING NET COSTS 


1. Introduction 


Since the relationships between an income support/supplementation 
system and other income maintenance programmes remains to be determined, 
for cost estimating and analysis purposes, benefit payments in this Report are 
first calculated as if the other programmes (except Family Allowances) did not 
exist. This presents a reasonable basis for comparisons between options, but 
results in a gross overestimate for all options. Unfortunately, the payments 
from the other programmes were so poorly reported in the Survey of Con- 
sumer Finances, on which the estimates were based”, that no comparable 
estimates of cost reduction can be made. However, some estimates are neces- 
sary if the probable net costs of the options are to be fairly presented; 
consequently, some simple estimates based on the 1974 costs of these other 
programmes (as estimated for Table 4 of the Report) are shown. 

The assumptions about cost offsets are not intended to imply any 
particular changes to individual programmes. Indeed, the question remains 
open as to whether the support/supplementation system would adjust to the 
other programmes, or vice versa. Adjustments to both are also possible. The 
figures presented are only intended to represent the range of cost reduction 
that could be expected with the introduction of a general system. Given the 
highly simplified assumptions on which the first round of cost estimates has 
been prepared (see Appendix B) and the multitude of decisions that remain 
to be made on programme relationships, more detailed estimates of cost 
offsets and net costs seemed impossible at this time. As programme designs 
are made more explicit, such estimates will be made, but for the moment a 
simple approximation is presented. 

The basis of this approximation is an estimate of the cost reductions 
likely to be associated with a combined support/supplementation system 
(Option 1), with open access eligibility and a 50 percent reduction rate. All 
other estimates are prorations from this cost offset estimation. 


2. The Basic Estimate 


For the basic estimate it was assumed that 80-85 percent of general social 
assistance covered by the Canada Assistance Plan would be unnecessary, if a 
general programme were introduced. Discussions with federal and provincial 
officials suggested 15-20 percent of such expenditures were emergency oF 
special-needs payments, which would continue in any Case. Other programmes 
shared under the Canada Assistance Plan, Assistance to Native Peoples and 


1. See Appendix B, Table I. 
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Veterans’ Allowances appear to contain a higher element of special needs and 
only 60 to 70 percent of their 1974 expenditures would offset the general 
programme expenditures. Based on Taxation Statistics and programme records, 
‘t would seem that a least half of the benefits paid by the Unemployment 
Insurance Commission, Workmen’s Compensation Boards and Veterans’ Pen- 
sions would be paid to those in receipt of benefits under the general plan. As 
a minimum this would be included in income and “taxed” at the 50 percent 
rate. Alternatively, some social insurance benefits might be treated as sub- 
stitutes to support/supplementation benefits, in which case they would be 
effectively “taxed’’ at a higher rate, perhaps 100 percent. Thus, the 50 percent 
assumption is conservative; it represents the least offset to be expected. 

Also “taxed” at 50 percent, again adopting the conservative assumption, 
would likely be Manpower Training and similar allowances, and Canada 
Pension Plan survivors and disability payments. In these cases, however, it was 
assumed 70-80 percent of the total would be paid to those in receipt of 
benefits. 


3. Other “Open Access” Estimates 


To prorate the costs offsets estimated for the open access, 50 percent 
reduction rate case, two assumptions are required. First, the offsets for the 
substitute programmes such as general social assistance and Veterans’ Allow- 
ances would probably not change too much with changes in the breakeven 
points or the reduction rates. For this reason, 90 percent of the cost offsets 
used in the 50 percent rate case are used in the other open access estimates. 

Second, for programmes such as Unemployment Insurance, Workmen’s 
Compensation and Manpower Training Allowances, the amount of cost offset 
would likely depend significantly on the breakeven points and reduction 
rates. Thus, the cost offsets for the 50 percent rate case are reduced for the 
75/370 and 100/3313°/o cases by the ratio of the breakeven points. 

Reasonable estimates for child-related options are extremely difficult 
since little information on programme costs is related to the family status of 
recipients. 


4.’Limited Access” Estimates 


As discussed and described in detail in Appendix B, three eligibility rules 

have been used in developing these estimates: 

1. All Young Family Units, (El); 

2. Family Units with heads over 30, or with children or disabled; this 
includes 81 percent of young family units and 92 percent of the total 
population, (E2); and 

3. A Limited Access rule, roughly paralleling some long-term provincial 
Social Assistance regulations; this includes 20 percent of all young 
family units and 24 percent of that population, (E3). 
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The third group was developed to produce a population which, assuming 
a 100 percent reduction rate, would receive an amount close to 80-85 percent 
of Canada Assistance Plan ‘‘general assistance” expenditures, that is, the full 
amount likely to be offset by a general plan. As a result, limitation of support 
to this group should still produce most of the direct cost offsets estimated 
above. 

Seventy-five percent of the CAP type of offset was used in those cases 
where everyone was eligible for supplement, while support was on the limited 
access basis. Since supplementation remained on the same basis in those cases, 
no reduction was made in the UIC type of offset. 

In the child-related options, on the other hand, supplementation pay- 
ments would not be available to many now receiving social assistance, so Cost 
offsets would not be maintained to the same degree. 

Very little information is available with respect to programme payments 
made to those in the second eligibility range, i.e. over 30, with children or 
disabled. Those excluded by this rule appear to receive more than a propor- 
tionate share of Unemployment Insurance payments, but probably receive a 
less than proportionate share of social assistance. In fact it would not seem 
unreasonable to assume most of their support-type payments were of the 
emergency or special-needs type which would continue in any case. Based on 
those generalizations, cost offsets have been arbitrarily reduced only in cases 
where access to supplementation is limited. 
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